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CANADA LIFE 
offers you the assistance of 
its Estate Service Division 


For many years this Division has served members 
of the accounting profession in detailed analysis 

of the numerous complex problems, both personal 
and corporate, encountered in the estates of 

their clients. Many accountants have found this 

of assistance to them in the over all planning 

of their clients’ affairs. This service is available from 
coast to coast in Canada. 


Consult the Manager of the nearest 
Canada Life Branch. 


Estate Service Division Offices 


HALIFAX OTTAWA WINNIPEG 
Green Lantern Bldg. 150 Kent St. Electric Railway Chambers 


QUEBEC TORONTO CALGARY 
580 Grande Allée E. 330 University Ave. Lancaster Bldg. 


MONTREAL HAMILTON VANCOUVER 
505 Dorchester St. W. 1 Markland St. 640 West Hastings St. 


% Nhe 
f (CANADA LIFE 
- C7 tssurance Company 


GO6754A HEAD OFFICE: 330 UNIVERSITY AVE., TORONTO 








FINANCING 
CANADIAN 
BUSINESS rough 


A distributor of electrical appliances in 
Central Canada needed a larger ware- 
house . . . a lumber mill in the B.C. in- 
terior had to install a barker and chipper 
to keep its plant up-to-date .. . a furni- 
ture manufacturer in Quebec . . . an oil- 
well drilling business in Alberta ... a fish 
packing plant in Nova Scotia... a 
laundry and dry cleaner in the Prairies 

. a machine shop in Newfoundland 
... these and over 4,000 other small and 
medium-size businesses in all parts of 
Canada have been established or de- 
veloped with term financing from the 
Industrial Development Bank. 


If you are engaged in a business or 
plan to start one and required fi- 
nancing is not available elsewhere 
on reasonable terms and condi- 
tions... 


. you are invited to write or 
visit an Industrial Development 
Bank office (or see your auditor, 
lawyer or chartered banker) to 
secure full information about I.D.B. 
services. 


LD.B. financing is now available to most types of businesses, including 
industrial, commercial, trade or service enterprises. 


INDUSTRIAL DEVELOPMENT BANK 


Regional Offices: Vancouver, Edmonton, Calgary, Regina, Winnipeg, Port Arthur, 
Sudbury, London, Hamilton, Toronto, Ottawa, Montreal, Quebec City, Saint John, 
Halifax, St. John’s. 








Short Term Securities 


For short term investment, we can offer Federal, 
Provincial, and Municipal obligations as well as 
notes of finance companies and leading corporations. 


We invite borrowers and lenders of short term funds 
to consult our Money Market Department. 


For further information telephone 
our nearest office. 


McLEop, Younc, Weir & COMPANY 


LIMITED 


50 King St. West, Toronto 276 St. James St. W., Montreal 
362-7311 Victor 5-4261 


Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke Windsor Edmonton New York 


PERSONAL 
ESTATE RECORDS 
OF: 


When filled out, this booklet becomes 

a complete, convenient record of all matters 

concerning your client’s estate— 

location and dates of documents, insurance 

policies . . . what securities are held, etc. 
In the event of the client’s death, 

or in an emergency arising during 

his absence from home, the booklet tells 

you and his family all you need to know 

to be able to act swiftly and effectively. 
For free copies, simply ask the manager 

of any Bank of Nova Scotia branch, 

or write 


THE BANK OF NOVA SCOTIA 


General Office: 44 King Street West, Toronto 
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IN THIS ISSUE 


ACCOUNTING AND FINANCIAL REPORTING FOR OVERSEAS OPERATIONS 455 
Translating financial statements of a foreign subsidiary into equiva- 
lent Canadian dollars is complex and difficult. Canadian businessmen 
embarking on world trade need to know the methods used to provide 
the most meaningful financial information. 

St. Etmo V. Smrru, F.C.A. is a partner in the Toronto office of Price 
Waterhouse & Co., and was elected a Fellow of the Institute of 
Chartered Accountants of Ontario in 1959. 


ADMINISTERING A RE-ORGANIZATION 461 

Change is not easy to institute. When a company needs to re- 
organize, how should management approach the task? Without 
maximum participation by the employees and their being informed 
on what is taking place, a re-organization may falter. 
Gorpon H. Cowpertuwaite, C.A. directs the management controls 
department of Peat, Marwick Mitchell & Co., and is a member of the 
Institute of Chartered Accountants of Ontario. He is a frequent con- 
tributor to this and other publications and is the editor of Office 
Equipment Review which appears bi-monthly in this journal. 


THE ROLE OF THE TREASURY BOARD 468 
The government's current spending programme, immense as it is, is 
likely to grow larger. This means that control of expenditures re- 
quires critical appraisal at all times. The author discusses the func- 
tion of the Treasury Board and its relationship with other government 
departments. 

G. G. Ernest STEELE is secretary of the Treasury Board and assistant 
deputy minister, Department of Finance. He is a graduate in Political 
Science and Economics of the University of Toronto. 


RAISING CAPITAL FOR THE SMALLER COMPANY 477 
Different reasons are offered for requiring capital and ground rules 
prescribed for those starting in business or contemplating expansion 
of an existing business. Frequently, difficulties in raising funds result 
from evidence of poor management. 

Joun A. McCretyanp, C.A. is a partner in the Toronto office of Mc- © 
Donald, Currie & Co., and a member, since 1952, of the Institute of 
Chartered Accountants of Ontario. He is a graduate in Commerce 
and Finance of the University of Toronto. 


MANAGEMENT OF WORKING CAPITAL 483 
An adequate supply of working capital, carefully administered, can 
make all the difference between success or failure of an enterprise. 
As implied by its designation, working capital must be made to work 
effectively. 
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US UT Ee 


du MAURIER 


io most effective filter tip yet developed 
e choicest, extra mild Virginia tobaccos 
e rich flavour, exceptional smoothness 
@ firmly packed for longer-lasting smoking pleasure 


fldu MAURIER 


A Really Milder High Grade Virginia Cigarette 
with the EXCLUSIVE “(Wcl€ecel, SUPER FILTER 





Frank E. H. Gates, C.A. is a partner in the Montreal office of 
Touche, Ross, Bailey & Smart. He is a past president of the Institute 
of Chartered Accountants of Quebec and a past governor of the Can- 
adian Tax Foundation. He recently completed a three-year term as 
alderman and commissioner of finance of the City of Westmount, 
Quebec. 


ACCOUNTING FOR CONTRACTORS 487 
The accounting methods suggested in this article should be of par- 
ticular assistance to contractors who, because of sub-contracting, need 
to measure the efficiency of their operations quite differently to that 
of most trading and manufacturing companies. 


Purp P. AspinaLy, C.A. is a partner in the Montreal office of Mc- 
Donald, Currie & Co., and a member of the Institute of Chartered 
Accountants of Quebec. He was on the teaching staff of the Extension 
Department of McGill University for a number of years, where he 
lectured in accounting. 


EDITORIAL: THe ACCOUNTING NEEDS OF MANAGEMENT . . . mechanization 
and the use of computers have shifted the emphasis in accounting 
for management. What modern business requires today is more stress 
on financial planning, closer control of expenditures and prompt and 
accurate reporting — by R. D. Armstrong, F.C.A., assistant general 
manager, Chrysler-Plymouth Division of Chrysler Corporation, De- 
troit. He is a member of the Institute of Chartered Accountants of 
Ontario and was elected a Fellow in 1956. 


ACCOUNTING RESEARCH ... The emphasis is now being placed on basic 
postulates and principles by the American Institute of Certified 
Public Accountants’ research department, and the function of the 
newly-constituted organization is outlined for Canadian practitioners. 
Edited by Barry Coutts, C.A. 


TAX REVIEW ... This concluding article of a three-part series sets forth the 
practical aspects of life insurance, holding companies, inter-vivos 
trusts and non-trust gifts in Estate Planning. Edited by Campbell W. 
Leach, C.A. 


PRACTITIONERS FORUM . .. provides an illustration of a partnership agreement 
with explanatory comment. By G. H. Ward, C.A. 


EDUCATION AND TRAINING ... part 111 of the Consolidation series deals with 
Consolidated Earned Surplus; and is followed by a review of some 
of the basic procedures of cost accounting. Edited by D. C. R. Horne, 
C.A. 
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with 
American 


Credit Insurance 


The moment your clients’ products are shipped, title passes...and their credit risk 
begins. From that point on, the only protection for their accounts receivable...for all 
the working capital and profit their products represent...is commercial credit insur- 
ance. An ACI policy, with new and broader coverage, is their soundest way to rescue 
profits that could otherwise be lost. Sound market expansion, too, is a major benefit of 


American Credit Insurance. They can confidently add more good 
customers, sell more to present customers. Today, as for 68 years, 
an ACI policy is important to sales progress and financial manage- 
ment. Available through insurance agents...or the local office of 
American Credit Insurance. 


AC BOOKLET EXPLAINS CREDIT 
INSURANCE ADVANTAGES 


Gives reasons for suggesting credit insurance to your customers. For 
copy, write AMERICAN CREDIT INDEMNITY COMPANY of 
New York, Dept. 46 , Montreal, Sherbrooke, Quebec, Toronto, 
Hamilton, Woodstock or Vancouver. 
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NOTES AND 


COMMENTS 





CICA Annual Conference 1961 


George W. Hudson, F.C.A., of 
Moncton was elected president of the 
Institute at the 59th annual meeting 
in Toronto on September 27. A re- 
port on the conference and a com- 
plete list of the new officers, council 
and committees for 1961-62 appear 
on pages 531 and 532 of this issue. 


1962 International Congress 

Institute members who plan on 
going to the Eighth International 
Congress of Accountants, to be held 
in New York from September 23-27, 
1962, are asked to register as soon as 
possible. The names of over 3,000 
registrants, representing 78 account- 
ing organizations, have already been 
received and early hotel reservation 
is urged if there is even a remote 
possibility of an Institute member 
planning to attend the Congress. 
Registration fee is $40. If a member 
brings his wife (or husband), the 
combined fee is $80. A hotel regis- 
tration kit and application form for 
accommodation is now available and 
may be obtained from the executive 
secretary of the Canadian Institute at 
69 Bloor street east, Toronto 5. 


As announced in July, the Canadian 
delegation will be inviting the Con- 
gress to meet in Toronto in 1967 and, 
under these circumstances, we have 
been asked to say that the Executive 
and Council very much hope that 
every member of the Institute who 
can manage to attend will do so, and 
that there will be a good representa- 
tion of both practising and non-prac- 
tising members. 

Members are reminded that regis- 


tration for the 7th International 
Congress held in Amsterdam in 1957 


was so heavy that it was impossible 
to accept all the applications that 
were received. 


CICA Fall Council Meeting 

The regular fall meeting of Coun- 
cil was held in Toronto on September 
24. Among the recommendations of 
the Executive Committee and ap- 
proved by the Council were: 


@ The Institute will send an official 
delegation of 10 to 15 members, 
led by D. R. Lukin Johnston, 
F.C.A. of Vancouver, to the VI 
Inter-American Accounting Confer- 
ence in New York, September 26, 
28, 29, 1962. All members register- 
ing for the Congress are urged to 
take part, particularly those with a 
knowledge of Spanish and Portu- 
guese. 


@ Publication of the members’ direc- 
tory which appeared last in 1959 
and was supplied without charge 
to all members will be published 
in the fall of 1962 at a nominal 
charge, and will be printed annual- 
ly thereafter instead of every three 
years. Copies will be sent only to 
those members who order them at 
the time they complete the infor- 
mation covering any changes in 
their appointments or business ad- 
dresses. 


@ The proposed uniform Code of 
Ethics was accepted by Council 
with the recommendation that the 
committee be disbanded and the 
Code circulated to the Provincial 
Institutes for their consideration 
and adoption, if they so wish. 

@ The 1962 Spring Meeting of Coun- 
cil will be held May 30—June 1 
inclusive at the Guild Inn, Scar- 
borough, Ontario. 
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THREE REASONS WHY 
YOUR CLIENTS CAN FINANCE 
WITH CONFIDENCE 








THROUGH F WF 


Many companies, in need of working capital funds, 
hesitate to turn to commercial financing. Below, are 
three sound reasons why you can recommend 
financing through ITL with complete confidence. 


REASONABLE COST — Costs, you'll find, are reason- 
able at ITL—probably far less than you imagine. 
Charges are based only on the money actually used 
and for the time (on a daily basis) that it is used. 


PLAN TAILORED TO YOUR CLIENTS OPERATION — 
ITL welcomes the challenge of working with you 
and your client to develop an individual plan, suited 
to his exact needs and system of operation. At no 
obligation, of course! 


EXPERIENCE AND INTEGRITY — The combined expe- 
rience and knowledge of two of the oldest and most 
respected names in the field of commercial finance — 
1.A.C. and James Talcott Inc.—are your guarantee 
of fair and equitable financing. 


For further details, write or phone us. Ask us, too, for 
the free booklet ‘A balanced job in business finance’. 


‘7, INDUSTRIAL-TALCOTT LIMITED 


A joint venture of 
Industrial Acceptance Corporation Limited 
and James Talcott Inc. 


615 DORCHESTER BLVD., WEST, MONTREAL. UN 6-1941 


COMMERCIAL FINANCING, FACTORING, REDISCOUNTING, EQUIPMENT LEASING 
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for 
EFFICIENT FILING in ‘62 


Grand & Toy has everything in Supplies 
and Equipment — 


FOLDERS — GUIDES 
INDEXING LABELS 
DRAWER FILES 
SHELF FILES 
FIRE PROTECTED FILES 
TRANSFER & STORAGE 
FILES 


— to file any reference record; in the 
best you can buy in all price ranges. 


AT ALL G & T STORES — BY MAIL 
or PHONE 


or ASK YOUR G & T SALESMAN 


FEZ eka 


Ce ee a ee 8) eee 


OFFICE SUPPLIES - PRINTING 
BUSINESS FURNITURE 
TORONTO . - HAMILTON 


Just Published ... 
Tax And Estate 
Planning 
by 


Ratew R. LoFFMARK, B.A., M.B.A., C.A. 
with SECTION ON QuEBEC Law 


by Gordon D. McKay, Q.C. 


This is the first comprehensive collec- 
tion of the many considerations neces- 
sary in the drawing up of reliable estate 
plans in Canada. 

Professor Loffmark, qualified both as 
a lawyer and a chartered accountant, 
provides an extensive guide to the most 
advantageous disposition of property and 
assets to minimize estate, gift, and in- 
come taxes. Trusts, Wills, Gifts, Em- 
ployee Benefits, Forms of Ownership, 
and Life Insurance are among the topics 
discussed. An extensive set of forms 
and precedents is included. 

The book is in loose-leaf form, so that 
replacement material can be issued as 


required. $25.00 
The CARSWELL COMPANY Ltd. 


145 ADELAIDE STREET WEsT 
Toronto 1, ONTARIO 


President's Western Trip 


G. W. Hudson, F.C.A., Institute 
president, and Mrs. Hudson, accom- 
panied by executive secretary R. D. 
Thomas and Mrs. Thomas, visited 
Calgary, Edmonton, Vancouver, Sas- 
katoon, Regina and Winnipeg be- 
tween October 16 and 28 and 
presented prizes at the convocation 
ceremonies to successful candidates in 
the June examinations. Subsequently, 
they attended the annual conference 
of the American Institute of Certified 
Public Accountants in Chicago and 
Mr. Hudson extended greetings on 
behalf of the Canadian Institute of 
Chartered Accountants. 


CICA Committee Meetings 


The annual conference committee 
—under the chairmanship of W. I. 
Hetherington, F.C.A.—met in Toronto 
on September 28 to discuss plans for 
the Institute’s 1962 Diamond Anniver- 
sary Conference in Fredericton, N.B. 
Emphasis will be on small technical 
group meetings and arrangements are 
being worked out so that members 
can bring their families and make the 
conference a part of their vacation. 
Initial information on the programme 
and a registration form will be mailed 
in February. Dates for the confer- 
ence are August 26-29. 


The Taxation Committee — under 
the chairmanship of L. J. Smith, 
F.C.A. — met in Toronto on Septem- 
ber 28 and 29 to discuss recommenda- 
tions, for submission to the Minister 
of Finance and Minister of National 
Revenue, on changes to the Income 
Tax Act. The committee met again 
at the end of October with repre- 
sentatives of the Tax Section, Can- 
adian Bar Association, to finalize 
their joint brief. The committee re- 
viewed suggestions from the Insti- 
tutes of British Columbia, Saskatche- 
wan, Ontario and Quebec. 











How to inherit $15,000 or more 


Anyone can do it. Even you. All you have to do is put about ten 
dollars a week into an INVESTORS Plan. Twenty years from now 
you will inherit your own accumulated money, plus the results of 
compound interest and wise investment, for a guaranteed minimum 
of $15,000. You will participate in profits through additional 
credits. Now wouldn’t that be something to look forward to? Start 
looking forward to it today. Talk to the Man from Investors — 


your best friend financially. 


You'll always appreciate the day you 

took this very first easy step: Look y { nves tors 

up the nearest office of Investors Pp 

Syndicate of Canada in the white pages syn adieceaqatke 

of your phone book. Call them and ask (" Deed weet ga ie Sie 

for information on “Investors Certifi- 3 Se ins Bae ohene 

cates”. No obligation. Head Office: Winnipeg Offices in all principal cities 
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The Magazine and Publications 
Committee — under the chairmanship 
of W. Grant Ross, F.C.A. — met in 
Toronto on October 27. 

The Toronto sub-committee of the 
Committee on Accounting and Audit- 
ing Research — under the chairman- 
ship of Ross M. Skinner — met in 
Toronto on October 26 to discuss a 


study of direct costing, pension costs 
and the meaning of market in inven- 
tory valuation. 

HAMMOND A study group on “Reliance on 
Other Auditors” — under the chair- 
manship of W. L. L. McDonald, 


F.C.A. — met in Toronto on October 
18 to give further study to this sub- 


NANTON ti 


Canadian Tax Foundation 

The annual Tax Conference of the 
Canadian Tax Foundation will be 
held at the Queen Elizabeth Hotel, 
Montreal, on Nov. 20, 21 and 22. A 
preliminary programme is now avail- 








able. 
In the News 
INSURANCE BROKERS At the Canadian Chamber of Com- 
merce meeting held in Halifax last 
GROUP & PENSION month, George P. Keeping, of Mont- 


real, was named a vice-chairman of 
the executive council and R. L. Bam- 
ford, of Moose Jaw, newly-elected 
member on the Institute’s executive 
committee, was appointed the Cham- 
ber’s provincial vice-president for Sas- 
katchewan. 


OST RW AYO D I  Sitssscts) Repeition in Canada 


CONSULTANTS 


ys 
eines 


pres 2 The 4th edition of “Financial Re- 
INSURANCE DIVISION porting in Canada”, now at the print- 
ers, will be available around Novem- 
ber 20th. It will appear in a new 





bean cece. . ae size and with simplified tables. An 
EDMONTON e SASKATOON d f : 5 533 f 
indeies . viadius orc er orm appears on page 033 0 

MONTREAL this issue. It is not necessary for 


those on the permanent mailing list 
for Institute publications to send in 
their order. 
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MOORE FORMS 
GIVE 
DATA PROCESSING 
CONTROL IN PRINT 


and loss of system control. Moore 
forms, the heart of your system, assure 
fast, smooth work-flow and efficiency in 
all procedures...to give you control in 


Expensive equipment is designed to 
show your operating results in print... 
on forms. The forms must be skillfully 
manufactured to insure fast, uninter- 
rupted precision-runs. When machine effi- print. Behind the Moore product: Moore’s 
ciency is impaired by faulty forms, your in- nation-wide manufacturing facilities and re- 
vestment is multiplied through costly delays search leadership. BUILD CONTROL WITH... 


MOORE BUSINESS FORMS 


Moore Business Forms Ltd. « Montreal « Toronto » Winnipeg » Vancouver « Over 300 offices and factories in North America. 
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For neporld on. 
CANADIAN BUSINESS 


it’ A MY ANK MONTH BY MONTH ... You can keep 

eae abreast of the Canadian economy by reading 
the B of M’s Business Review. Only four 
pages, it combines detailed surveys of indus- 
tries and regions, with over-all analyses of national business trends. 





Ask for your free copy at any of our 850 offices 
across Canada. Or simply write: Business De- Wie? Moor, 
velopment Division, Bank of Montreal, P.O. 
Box 6002, Montreal 3, P.Q., and have your 
name added to the permanent distribution list. 


Bank OF MONTREAL 
Canadas Fist Sank 


WORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 









Request For Price List 
To Be Put On Mailing List 








Al. Quantity Prices on Standardized Audit ore ne a 
RENNES GUT OE SPN OT UNDIES ooo ccieiciciss co adesncccussscdesstesseasesoes oson ; $4.95 
A2. FRREIONE ASOITS Ae MT oss 65s soco sane nen cecsasseceeee Bae Pett ee 
A3R. SRDURERCHIINAL AID) UPRUITN ERMINE Bo sod cia sovaavccspedaaaoxaeno2scdgrdecsdedenesede 
A4. Quantity Prices on Monthly Financial Statement Forms ......... 
AS. Cost Records, Tax Dispute Forms, Personnel Records, Tax Return 
Schedules, etc. for accountants. ....................... epee tess 
A7. Books, etc., by Frederick Staples ee nnn hehe Rated PPR hoes 






(Std. Wps., audit manual, preparing for the auditors, internal 
control, mon. fin. stmts., etc.) 
A8-10. Over 125 books on accounting from other Eng. speaking countries. 
Please add nome fo mailing Fist: ...............00.......-seseesceesseoeneree 


THE COUNTING HOUSE PUBLISHING CO. 
Thiensville, Wis., U.S.A. 


Date: 







PP UILE 







Name: 










Street: 


City: 











Intolerant! 


The Monro-Matic® Calculator doesn’t trust you to remember anything. Instead, 
this intolerant perfectionist uses its own memory dials to accumulate products 
and quotients while computing results in an entirely different set of dials. All the 
while doing several figuring functions simultaneously. You might find its per- 
fection insufferable if it weren't for the fact that it does so many things so well 
it can’t help but save you money. It’s backed by a same-day service organization 
of Monroe offices in over 400 cities in Canada and the U.S.—and in major cities 
throughout the world. You'll find our people prompt, courteous and skilled—as 
you will our sales representatives. Call one. He’ll be glad to give you full details 


on this cost-saving Monro-Matic® Calculator. MONI ROE (H 


MONROE CALCULATING MACHINE CO. OF CANADA, LTD. - TORONTO - A DIVISION OF LITTON INDUSTRIES 
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DO YOU KNOW? 


Questions: 

1. Only the half interest of a deceased in an 
insurance policy on his life owned jointly by 
him and another is aggregable for estate tax 
purposes. 


2. A voluntary death benefit paid by a corpora- 
tion to a deceased employee’s widow is exempt 
from estate tax. 


3. A_ specified price under a Buy and Sell 
Agreement between two partners can safely 
be assumed to establish the value of their 
interests for estate tax purposes. 


To help your clients obtain full value from their life 
insurance and annuities, our Estate Planning 
Department can provide valuable assistance on 
many questions of insurance planning as related to 
estates and taxation. 


Direct your inquiries to George R. Wallace, C.A., 
Manager of Estate Planning, Confederation Life 
Association, 321 Bloor Street E., Toronto 5. 


(‘onfederation Life 


ASSOCIATION 


Answers: 
1. False. The whole of the proceeds would be includable. 
2. False. 


3. False. If the fair market value as determined at the date 
of death exceeds the contractual price the former amount 
is includable. 





SPECIALIZED 
FINANCIAL 
SERVICES 


for Canadian business 


e LEASING SERVICE 


I.A.C. can help your client expand or modernize facil- 
ities without increasing the amount of his own investment. 
Machinery and equipment will be bought to his exact 
specifications and leased on terms to suit his specific 
requirements. 


e CAPITAL FUNDS 


The I.A.C. Capital Loan Service provides medium term 
funds for purposes of business expansion, mergers or other 
*‘special situations”. Funds are available, without inter- 
ference in management, and at terms to suit individual 
financing requirements. 


e CAPITAL EQUIPMENT FINANCING 


I.A.C. purchase plans are available for financing all 
types of industrial and commercial machinery and equip- 
ment. When new equipment will reduce operating costs or 
increase income in your client’s business, he will find the 
LA.C. Industrial Plan a sound, flexible, profitable way to buy. 


A brochure with complete, factual information is 
available on each of the above services. For your 
copies, please call your local I.A.C. office, or write: 
Dept. A — 1320 Graham Boulevard, Montreal 16. 


INDUSTRIAL ACCEPTANCE CORPORATION 


LIMITED 
CAPITAL EQUIPMENT FINANCING CAPITAL EQUIPMENT LEASING 
CAPITAL LOAN SERVICE 








Purchasers and Distributors 
of Government, Municipal and 


Corporation Securities 


A.E. Ames & Co. 
Limited 


Business Established 1889 
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editorial 


the accounting needs 


of management 


MANAGEMENT looks to accounting for four main functions — steward- 
ship, formal recording, planning assistance and control. These func- 
tions have been associated with accounting in varying degrees over a 
period of many years, but recently, emphasis has been shifting from 
the stewardship and recording functions to the planning and control 
activities. To a considerable extent, this can be attributed to the 
glamour associated with the application of computers to integrated 
data processing and the resultant growth in management's apprecia- 
tion of the contribution which the non-routine accounting functions 
can make to effective operation of the corporation. To an even 
greater extent, this shift in emphasis can be attributed to two other 
factors: the normal improvement in the art of scientific management 
and the associated development of senior industrial accountants who 
have become personally and professionally qualified to participate 
in general management. This changing emphasis in no way modifies 
the basic responsibility which industrial accountants must continue 
to assume in relation to stewardship and formal recording; rather it 
represents a major expansion and extension of their responsibilities. 


Modern business managers, in their capacity as operating execu- 
tives — as distinct from their own stewardship responsibilites — are 
finding that their accounting needs are met through the planning as- 
sistance and control activities. The increasing need for these activi- 
ties stems not only from intensification of competition but also from 
the increasing complexity of the whole business profit equation. Sub- 
stantially all business decisions are compromises, because the busi- 
ness profit equation comprises divisors as well as multipliers and 
minuses as well as pluses, all directed towards maximum profit. 
Yet these compromises may be good business decisions in the strong 
sense that they represent judgments derived, in part, from detailed 
financial analysis of the implications of alternatives and, in part, 
from examination of the compatibility of the tactics of the decision 
with the strategy of the profit plan. 


Within these concepts, the direct accounting needs of man- 
agement are for skillful assistance in the development of short and 
long term financial plans coupled with control activities. 


Fulfillment of these needs finds expression, first, in derivation of 
the long term or strategic plan. This is typically a five or 10 year pro- 
jection of the maximum volume which the enterprise can be expected 
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to develop profitably over this period, having regard to such consid- 
erations as general economic forecasts, product plans and market de- 
velopment programmes. These are all modified by the realization 
that resourceful and agile competitors will have plans and pro- 
grammes of their own and will respond quickly to competitive pres- 
sures detrimental to them. It is a direct accounting function to co- 
ordinate such a volume projection in terms of estimated capital ex- 
penditures for enlarged capacity, increases in administrative and di- 
rect operating expenses and in working capital requirements. These 
must all be expressed on an annual basis in terms of a physical capital 
budget, a financial capital budget and a corporation profit plan. 
Within this general strategic framework, management needs a much 
more specific short term or tactical plan for the ensuing year. More 
specifically it assigns direct responsibility, in physical and financial 
terms, to each department manager in sufficient detail to enable these 
managers in turn to delegate specific responsibilities to subordinates. 


Against such financial plans, management requires two main 
types of accounting control. The first is control by reporting — 
prompt and accurate reporting of actual performance of each respon- 
sibility unit against objectives, together with variance analyses to en- 
able management to assess competence of performance and possible 
need for revision of plans. 


The second type of control is advance control of expenditures, 
whether capital or of an unusual operating nature. This contro) is 
typically exercised by financial analysis of projects — directed at ap- 
prising management objectively of the probable financial conse- 
quences of the proposals and of their tactical compatibility with the 
strategic plan. This is essentially a process of ensuring that the con- 
sequences of alternatives are assessed objectively. It is not and must 
not be allowed to become a system of direct control at a level be- 
low that of general management. 
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editorial 


les besoins comptables 


de administration 


L’ADMINISTRATION se tourne vers la comptabilité pour quatre fins 
principales: intendance, inscription méthodique, assistance dans la 
planification et contréle. Pendant un bon nombre d’années, on a 
associé 4 divers degrés ces fonctions 4 la comptabilité mais, depuis 
peu laccent s'est porté des fonctions d’intendance et d’inscription 
aux fonctions de planification et de contréle. On peut, dans une 
trés grande mesure, attribuer cela 4 la vogue des calculatrices dans 
le traitement électronique des données et, par la suite, 4 l'apprécia- 
tion croissante de l’administration pour l’apport des fonctions non 
routiniéres de la comptabilité 4 la bonne marche de lentreprise. On 
peut, dans une plus grande mesure encore, attribuer ce changement 
d’accentuation 4 deux autres facteurs: l’amélioration normale dans 
Yart de l’administration scientifique et, parallélement, l’épanouisse- 
ment de comptables industriels expérimentés qui sont devenus per- 
sonnellement et professionnellement qualifiés pour participer 4 
Yadministration générale. Ce changement d’accentuation ne modifie 
en rien la responsabilité fondamentale que les comptables industriels 
doivent continuer 4 assumer quant a Jintendance et a Jinscription 
méthodique; cela représente plutét un élargissement et un accroisse- 
ment importants de leurs devoirs. 


Les administrateurs d’entreprises modernes, en tant que direc- 
teurs chargés de fonctions exécutives — en dehors de leurs propres 
fonctions d’intendance — trouvent la réponse a leurs besoins comp- 
tables dans la planification et les fonctions de contréle. Le besoin 
croissant de ces fonctions ne vient pas seulement de [intensification 
de la concurrence, mais aussi de la complexité croissante de toute 
Péquation du profit. Presque toutes les décisions d’affaires sont faites de 
compromis, car l’équation du profit comprend aussi bien des diviseurs 
que des multiplicateurs, et des moins que des plus, qui sont orientés 
vers le profit maximum. Ces compromis peuvent quand méme consti- 
tuer des décisions d’affaires judicieuses, en ce sens qu'ils représentent 
des jugements découlant, en partie, de l’analyse financiére détaillée des 
incidences des autres mesures possibles et, en partie, de l’examen de 
la comptabilité des tactiques de la décision avec la stratégie du plan 
de profit. 


A lintérieur de ces concepts, les besoins comptables directs de 
Yadministration lui demandent de faire appel 4 une aide avisée dans 
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Yélaboration de plans financiers 4 long et 4 court terme, accompagnée 
de mesures de contréle appropriées. 

La satisfaction de ces besoins s’exprime d’abord en fonction du 
plan 4 long terme ou plan stratégique. Un cas typique serait la pro- 
jection pour cing ou dix ans du volume maximum que [entreprise 
peut espérer atteindre de facgon rentable au cours de cette période, 
compte tenu de considérations telles que les prévisions économiques 
générales, les plans relatifs au produit et les programmes de dé- 
veloppement du marché. Ces facteurs sont tous modifiés par la per- 
spective que des concurrents adroits et ingénieux établiront leurs 
propres plans et programmes et sauront répliquer rapidement aux 
pressions défavorables exercées sur eux. C’est une fonction 
comptable directe que de réduire une telle projection de volume a 
des dépenses estimatives en capital, en fonction de l’accroissement 
de la capacité de production, des augmentations des frais directs 
d’exploitation et des besoins de fonds de roulement. Tout cela doit 
étre exprimé sur une base annuelle en termes de budget de capital 
matériel, de budget de capital financier et de plan de profit pour 
Yentreprise. A lintérieur de ce cadre stratégique général, la direction 
a besoin d’un plan a court terme ou tactique beaucoup plus dé- 
terminé pour l’année suivante. Plus précisément, il assigne 4 chaque 
chef de service une responsabilité directe, en termes matériels et 
financiers, de fagon suffisamment détaillée pour permettre a ces chefs 
de déléguer, 4 leur tour, des responsabilités particuliéres 4 leurs 
subordonnés. 








































En regard de ces plans financiers, l’administration demande 
deux types principaux de contréle comptable. Le premier est un 
contréle par voie de rapports — des rapports prompts et précis des 
réalisations de chaque centre de responsabilité par rapport aux ob- 
jectifs, ainsi que des analyses des écarts afin de permettre a 
l'administration de se rendre compte de la bonne exécution et de 
reviser ses plans au besoin. 











Le second type de contrdéle est un contrdéle anticipé des dépenses 
d’ordre capital ou d’exploitation de nature inusitée. Ce contrdéle 
s’exerce, nommément, par l’analyse financiére des projets — tendant 
a faire voir objectivement 4 l’administration les conséquences fi- 
nanciéres probables des projets et leur compatibilité tactique avec le 
plan stratégique. Cela est essentiellement une facon de s’assurer qu’on 
a bien pesé objectivement les conséquences des autres mesures pos- 
sibles. Ce n’est pas, et on ne doit pas permettre que cela devienne un 
systéme de contréle direct 4 un niveau inférieur 4 celui de |’adminis- 
tration générale. 
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Accounting and Financial Reporting 


for Overseas Operations 


THE PRINCIPLES and techniques of 
accounting for business transactions 
are basically the same in any country, 
but problems arise in foreign opera- 
tions which may not be apparent to 
the Canadian businessman embark- 
ing on world trade. This article will 
outline, in general terms, the account- 
ant’s responsibility in maintaining ac- 
counts, reporting on results of foreign 
operations and advising other mem- 
bers of the management team who 
are not usually familiar with the com- 
plexities of foreign exchange. Only 
the typical situations will be covered, 
since it is not practicable to deal with 
all the accounting problems arising 
from widespread foreign operations. 
It is not intended to cover ordinary 
trading transactions carried on direct- 
ly from Canada, but rather foreign 
manufacturing or trading operations 
carried on in a foreign country 
through a subsidiary company, or a 
branch located in that country. No 
attempt has been made to cover 
either Canadian or foreign taxes re- 
lating to foreign operations. 


Distance and Language Barrier 
There is the obvious difficulty of 
distance which, even with modern 
communication methods, tends to in- 
crease the time required to assemble 


ST. ELMO V. SMITH, F.C.A. 


current financial information on 
foreign operations. Thus, it should be 
recognized that complete financial 
statements are not likely to be avail- 
able as soon as those for domestic 
operations. 

In most countries, local laws or 
other considerations make it desirable 
to employ local personnel, and to 
keep the accounting records in the 
national language and currency of the 
particular country. This gives rise to 
language difficulties, which cannot be 
overlooked in planning for foreign 
operations. The best method of deal- 
ing with this situation is to engage bi- 
lingual administrative accounting 
personnel and, wherever feasible, to 
arrange for the interchange of Can- 
adian and top foreign accounting 
personnel for training and experience. 
In most cases, accounting manuals 
setting forth written procedures will 
be found useful. It is essential that 
the same general code of accounts be 
used by the subsidiary so that its 
financial statements may be readily 
consolidated with those of the parent 
company. 


Legal and Accounting Differences 
Financial statements of the foreign 

subsidiary need to be prepared in 

accordance with the laws and customs 
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of the country, since such statements 
will be used for income tax and other 
statutory purposes. In some foreign 
countries, the laws may have a signi- 
ficant effect on the accounting. Law- 
yers and public accountants familiar 
with the situation in the country 
should be utilized to ensure that all 
local requirements are met. 

There may also be deviations from 
the usually accepted accounting prin- 
ciples and practices followed in Can- 
ada. Some practices may be ultra 
conservative, others not. For example, 
in Norway, companies are permitted 
to create reserves, which are allow- 
able for tax purposes, of up to 50% of 
the cost values of their inventories. 
On the other hand, in Brazil, depre- 
ciation on buildings is not allowed as 
a deduction for income tax purposes. 


In several foreign countries, fixed 
assets may be revalued upon pay- 
ment of a relatively nominal tax. Such 
revaluations are generally expressed 
as an increase in the local currency 
fixed assets, with a corresponding 
credit to a local currency appraisal 
surplus account. Subsequently, depre- 
ciation taken on the appreciation is 
included in the financial statements 
of the foreign company, and is de- 
ductible for income tax purposes. 


If the variations from Canadian 
practice result in substantial differ- 
ences, it is necessary to prepare con- 
solidating entries to adjust the finan- 
cial statements of the foreign com- 
pany before they can be included in 
the consolidated financial statements 
published in Canadian dollars, or for 
reporting financial data on footnotes 
to such statements, if the foreign op- 
eration is carried as an investment not 
consolidated. 


Foreign Currency 
All the factors mentioned above 


are relatively insignificant in relation 
to the difficulties encountered in ac- 
counting for transactions in different 
currencies where there is not a con- 
tinuing stable relationship between 
these currencies. Some years ago, 
and particularly before World War II, 
the rate of exchange between curren- 
cies of most major industrial coun- 
tries did not vary greatly for long 
periods. The variations which did 
arise were mostly related to the nor- 
mal supply and demand for various 
currencies in the world market. Since 
World War II, there have been severe 
declines in many national currencies 
as compared with the Canadian dol- 
lar. For example, between 1946 and 
1961 the Mexican peso declined from 
about 20 cents to eight cents. The 
United States dollar maintained a 
fairly constant relationshin with the 
Canadian dollar during this period. as 
did the Swiss franc. The English 
pound sterling had a major devalua- 
tion from $4.03 to $3.08 in September 
1949, and has remained close to $2.80 
since 1952. 


As a result of severe. and frequent- 
ly sudden, declines of foreign cur- 
rency in relation to Canadian dollars, 
businessmen have seen quite satisfac- 
tory profits in local foreign currency 
change to losses when translated to 
Canadian dollars. This is one of the 
most difficult matters for an account- 
ant to explain to others in the man- 
agement group, and calls for most 
careful consideration. Two of the 
main factors contributing to the situ- 
ation are: (a) depreciation for the 
vear being translated into Canadian 
dollars at exchange rates prevailing 
when the relative fixed assets were 
acquired, whereas selling prices in 
foreign currencies have not been in- 
creased sufficiently after the devalua- 
tion to cover such depreciation 
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charges and, (b) the reduction in the 
Canadian dollar value of net current 
assets of a financial nature, which 
arises when the foreign currency is 
devalued. 


At this point, it should be noted 
that “conversion” and “translation” are 
frequently used interchangeably by 
accountants in referring to the prepar- 
ation of Canadian dollar accounts 
from local currency accounts, where- 
as in older accounting literature the 
word “conversion” is used almost ex- 
clusively. Actually, a clear distinc- 
tion should be made, and the term 
“convert” used only in those cases 
where there is an actual exchange of 
foreign currency for Canadian dol- 
lars through the international bank- 
ing system. The term “translate” 
should be used when the financial 
statements of a foreign subsidiary, 
stated in the local currency of that 
country, are being expressed in terms 
of Canadian dollars. Modern ac- 
counting literature makes this dis- 
tinction, and the appropriate termin- 
ology will be used in this article. 


The translation of foreign currency 
financial statements to the currency 
of the domestic holding company has 
been treated rather simply in ac- 
counting literature, and thus may ap- 
pear to be much less complicated 
than some other accounting problems. 
Actually, the selection and application 
of appropriate translation methods 
and rates to foreign currency ac- 
counts, in order to produce meaning- 
ful Canadian dollar statements, is 
complex. In the course of translating 
a single financial statement, the ac- 
countant must often make a choice 
between the official rate, a free mar- 
ket rate and a black market rate 
which are all in effect simultaneous- 
ly. Also, there are sometimes prefer- 
ment rates to encourage imports into 


a country and, in effect, subsidize 
sales of the foreign subsidiary. Con- 
trarywise, there are penalty rates to 
discourage imports. 


Currency Translation Methods 

A marked decline in the value of 
the foreign currency, relative to the 
Canadian dollar, frequently indicates 
important inflationary trends. Thus, 
in most cases, a distinction should be 
made in the translation methods for 
physical assets such as inventories and 
fixed assets, and financial items such 
as cash, accounts receivable, accounts 
payable and long term debt. This is 
desirable since it is reasonable to ex- 
pect that inventories (particularly 
those long in process), and products 
produced from the fixed assets, can be 
sold for more local currency units 
than was the case before devaluation. 


For this reason a historical rate of ex- 
change (viz that prevailing when the 
asset was purchased) may properly 
be used for physical assets. 

Translation methods must also be 
based on the circumstances prevail- 
ing. Thus different methods might 
be used for a stable currency, such as 
English pounds sterling, as compared 
with an unstable one. For example, 
some companies use a rate of $2.80 
equals £1 sterling for all current 
transactions during the year, with ex- 
change differences in cash settlements 
being carried to income account. 

In general, the following methods 
should be used for balance sheet ac- 
counts: 

Current assets (except inventories ) 

and current liabilities — translate 

at the rate of exchange current on 
the balance sheet date. If future 
exchange contracts have been pur- 
chased to protect current assets 
against loss from exchange rate 
changes, the appropriate rate 
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should be used. If preferential or 
penalty rates prevail, they should 
be used where appropriate. 

Inventories — as indicated above, 
historical rates of exchange should 
be used to translate inventory 
amounts, bearing in mind the ap- 
propriate adjustments required to 
value inventories at the lower of 
cost or market. In practice many 
companies translate inventory val- 
ues at the rate of exchange pre- 
vailing on the balance sheet date. 


Long-term accounts receivable — 
the traditional method of translat- 
ing long-term receivables is to use 
historical rates of exchange. How- 
ever, a recent survey in the United 
States indicates that many com- 
panies use the rate of exchange 
current at the balance sheet date.' 
The report states: “Translation of 
such assets at the current rate of 
exchange is justified by the fact 
that foreign currencies in which 
these receivables will be collected 
have declined substantially in re- 
lation to the U.S. dollar and that 
such declines are expected to be 
permanent. Under these conditions 
a loss has been sustained. By 
translation at the current exchange 
rate, this loss is reflected in the 
U.S. dollar financial statements in 
the period in which the loss occur- 
red by reason of decline in dollar 
value of foreign currency rather 
than in subsequent periods when 
payments are made by customers.” 
Fixed assets, accumulated depre- 
ciation, important deferred charges 
and provisions for depreciation and 
amortization — translate at histori- 
cal rates. This basis is appropriate 


Accounting Problems in 
Foreign Operations — N.A.A. Research 
Report 36, March 1, 1960. 
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since there is a permanent invest- 
ment in such assets which will be 
amortized by charges to income 
over a long period of time. In 
case of a foreign currency devalua- 
tion, the selling price of products 
should be increased to cover the 
additional Canadian dollar value of 
the charge for depreciation. One 
method of ensuring that manage- 
ment recognizes the true situation 
after a devaluation is to write up 
the fixed assets to fair value in the 
foreign currency, with a corres- 
ponding credit to appraisal surplus. 
Depreciation would be provided 
on the written up values, and thus 
enters into the foreign currency 
cost of products sold; in this event, 
depreciation would be translated 
at the current or devalued rate of 
exchange. 


Long-term liabilities — ‘the tradi- 
tional method is to translate the 
outstanding balance of such items 
at the rate of exchange prevailing 
when the debt was incurred. The 
committee on accounting proced- 
ure of the American Institute of 
Certified Public Accountants re- 
commends this practice, except 
when the debt is incurred in con- 
nection with the acquisition of 
fixed or other permanent assets a 
short time before a devaluation or 
other permanent drop in dollar 
value of the foreign currency. In 
such cases, the committee states 
that “. . . . it may be appropriate 
to state the long-term debt... . at 
the new rate and proper to deal 
with the exchange differences as 
an adjustment of the cost of assets 
acquired”. However, the N.A.A. 
survey indicates that a substantial 
number of the companies use the 
balance sheet date rate of exchange 
to convert long-term debt, with any 





us 


nt, 
ed 
of 


li- 
he 
ns 
ag 
he 
d- 
of 


pt 
n- 


of 


or 
ar 
In 
eS 
te 


al 


RRR aE LI 


ACCOUNTING AND FINANCIAL REPORTING FOR OVERSEAS OPERATIONS 459 


resulting credit being carried to 
profit and loss to the extent of pre- 
vious losses and the balance being 
carried to an exchange reserve ac- 
count. The report states: “Repre- 
sentatives of companies which 
translate long-term debt at current 
exchange rates generally expressed 
the opinion that the decline in 
many currencies, in relation to the 
dollar, has been too great to ignore 
and that there is little likelihood 
that rates at which these currencies 
exchange for dollars will return to 
levels existing when local currency 
debts were incurred”. Presumably, 
the foregoing applies to unstable 
currencies and_ the _ traditional 
method should be used for stable 
currencies, such as English pounds 
sterling and Swiss francs. 


Capital stock, capital surplus and 
paid-in surplus — translate at the 
Canadian dollars paid for the rela- 
tive shares, or to the foreign com- 


pany. 


Earned surplus — in most cases, 
this account will comprise the 
cumulative annual earnings deter- 
mined on the basis outlined below, 
less dividends converted at the rate 
paid. 


In general, items in the income ac- 
count should be translated at the av- 
erage monthly rate of exchange, since 
this was the prevailing rate when 
the income and expenses were accru- 
ing. For simplicity, some companies 
use the month end rate. The excep- 
tions are depreciation, which is trans- 
lated at historical rates as explained 
above, and the inventories, which 
should be translated at the Canadian 
dollar amounts included in the open- 
ing and closing balance sheets. 


After the translation of the balance 
sheet and income accounts, on the 


basis set out above, there will be an 
unrealized gain or loss represented by 
the amount required to balance the 
Canadian dollar balance sheet. In 
general, such exchange losses are 
charged separately to income as losses 
on foreign exchange, and gains are 
carried to income to the extent of 
losses previously charged thereto. 
Any exchange gains on translations in 
excess of previous losses should be 
carried to a reserve account on the 
liability side of the balance sheet. 
Substantial losses arising from cur- 
rency devaluations may be so material 
that they would distort net income 
and, in such cases, a direct charge to 
surplus may be appropriate. 


Minimizing Exchange Losses 


It is academic that any new busi- 
ness venture faces the usual commer- 
cial risks from competition and other 
factors. In addition, a new foreign 
subsidiary company always carries 
with it the danger of losses on foreign 
exchange after local foreign currency 
profits have been earned. Canadian 
company officials are mainly interest- 
ed in the final Canadian dollar profit 
available for shareholders. Thus it is 
essential to take all possible steps to 
minimize exchange losses on profits 
already earned, and on net assets of 
the company at risk. This is particu- 
larly important for foreign subsidi- 
aries operating in countries where 
the local currency is unstable. 


It will be apparent that losses or 
gains on exchange can only arise 
when the foreign subsidiary has assets 
or liabilities in a foreign currency at 
a time when the rate of exchange be- 
tween a foreign currency and Can- 
adian dollars changes. If the foreign 
subsidiaries’ assets or liabilities were 
in Canadian dollars, or some other 
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stable currency, no loss or gain would 

result. 

With the foregoing background, the 
following are some of the safeguards 
which may be available against a fall 
in the value of the foreign currency 
unit or a devaluation: 

1. Pay for all Canadian and other 
stable currency purchases prompt- 
ly, or cover such purchases by the 
purchase of future contracts. Sim- 
ilarly, large sales in foreign cur- 
rency of goods manufactured in 
Canada may be protected by 
foreign exchange futures contracts. 
The foreign currency is sold for 
Canadian dollars with delivery to 
be made when the proceeds are 
expected from the sales. 

2. Where permitted by the foreign 
jurisdictions, declare dividends 
quarterly and pay them with Can- 
adian dollars — bought promptly 
after declaration of the dividend. 

3. If feasible, borrow foreign cur- 
rency for working capital and fixed 
asset requirements. While interest 
expense may be high, it will be a 
deductible expense for income tax 
purposes and the overall cost may 
be considerably less than investing 
Canadian dollars, which may be 
effectively devalued after having 
been converted to local foreign 
currency. 

4. Manufacture and purchase as 
many products as possible locally 
since, in this case, the purchase 
and sale are made in the same 





2 E. J. Glocke — “Problems of Foreign Ex- 
change in Preparing Statements and Re- 
ports”, International Management As- 


sociation Special Report No. 2. 
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currency and price level. When a 
foreign currency is devalued, Can- 
adian dollar purchases are relative- 
ly higher-priced than local pro- 
ducts competing for the sales 
dollar. 


5. In general, goods and equipment 
will not lose their intrinsic value, 
when a foreign currency is de- 
valued, to the same extent as 
cash and other liquid assets. If 
a currency devaluation appears 
imminent, it may well be desirable 
to buy, locally, a substantial in- 
ventory of goods for resale, or 
needed fixed assets, since such 
assets will either be sold at higher 
local currency prices or produce 
goods that may be sold at higher 
prices. 

Perhaps the gist of the foregoing is 
contained in one writer’s remark, “The 
ideal situation for such a foreign en- 
tity would be for its balance sheet 
to reflect a net current assets posi- 
tion of zero”? 


Conclusion 


The problems of translating finan- 
cial statements of a foreign subsidiary 
into equivalent Canadian dollars are 
complex and difficult. Routine rule 
of thumb translation procedures 
should not be applied but, rather, all 
factors should be considered and the 
appropriate methods used to provide 
the most meaningful financial informa- 
tion for the Canadian parent com- 
pany. Likewise, the protection of 
Canadian shareholders’ funds invested 
in foreign enterprises requires con- 
stant vigilance, analysis of the foreign 
net assets at risk and prompt in- 
telligent action when required. 
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Administering a Re-Organization 


G. H. COWPERTHWAITE, C. A. 


Practirioners in the field of organ- 
ization emphasize that implementa- 
tion is, by far, the most complex stage 
of a reorganization, yet many com- 
panies make the error, often serious, 
of underestimating its impact. The 
fact that a revised organization has 
been decided upon is no guarantee 
that it can be successfully implement- 
ed; on the contrary, much detailed 
planning is necessary if the company 
is to receive the full benefits of that 
decision. 


When considering a change it is 
interesting to reflect on the observa- 
tion of Machiavelli, written some 400 
years ago: “There is nothing more 
difficult to carry out, nor more doubt- 
ful of success, nor more dangerous to 
handle, than to initiate a new order 
of things”. The student of organiza- 
tion will always keep this in mind 
and, whatever the reason for reorgan- 
ization, will recognize the importance 
of careful planning in the achieve- 
ment of successful implementation. 


Reasons for Reorganization 

The factors that may cause the 
need for reorganization are many, but 
among the most common are: the 
evolution of a business, growth over 
a period of years, or substantial 


changes in product. Management 
often does not realize how funda- 
mentally a business structure may 
change, often within quite a short 
period. Consequently, many com- 
panies deal with change only hap- 
hazardly whenever confronted with a 
crisis caused by neglect of the struc- 
ture over a period of years. 


Companies with advanced concepts 
of organization recognize that profit- 
ability depends to, considerable ex- 
tent, on a practical, up-to-date pattern 
of organization, staffed by competent 
persons, and reflecting present cir- 
cumstances. The corporate organiza- 
tion pattern should be under constant 
review and adapted to meet current 
conditions. 


Staffing for Organization Change 
Fundamental to a successful re- 
organization is the assignment of re- 
sponsibility for making the final de- 
cision to implement changes, and the 
responsibility for seeing that they are 
put into effect. Usually the decision 
to implement changes will be made 
by the chief executive officer, or the 
board of directors, but the step of 


1 Niccolo Machiavelli, The Prince, New 
American Library, New York, 1952 
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implementation will then be dele- 
gated. Ideally, the delegation should 
be such that each manager with line 
responsibility has some part in the 
change. The more knowledge that 
line personnel have of the proposed 
change and how it is to be carried 
out, the more successful will be the 
results. 

Organization work, particularly the 
development and implementation of 
revised corporate organization struc- 
tures, is a highly technical and de- 
manding task calling for special skills 
and abilities. Further, the creation of 
a practical pattern of organization de- 
mands perspective and a detailed 
understanding of the total needs of a 
company. 

For a major reorganization, the 
staffing can best be handled by a 
small group, comprised of one or 
more executives of the company re- 
porting to the chief executive. There 
must be close understanding between 
the chief executive and the team re- 
sponsible for implementation and, in 
turn, the team needs to insure that it 
has the full co-operation and under- 
standing of line personnel. 

Alternative methods include the 
use of outside consultants, or of com- 
mittees and personnel staff such as the 
assistant to the president. Frequently, 
a combination of persons or groups 
works well, depending upon the com- 
pany’s requirements. 


Steps in Reorganization 

The duties of the group charged 
with carrying out the reorganization 
will include a careful study of the 
company’s needs, a detailed analysis 
of the existing organization struc- 
ture, the development of various or- 
ganizational models and the forma- 
tion of plans for implementation. 
Research into the principles of or- 





ganization should not be overlooked. 
In this era of technological change, 
innovations such as the use of high 
speed data processing equipment are 
resulting in new organizational theo- 
ries, particularly in such areas as 
centralization versus decentralization 
and the role of the administrative 
function. Before any major corporate 
change is undertaken, those respon- 
sible should study available literature, 
and discuss the matter with com- 
panies which are known to be ad- 
vanced in the field of organization. 
It is important that the approach not 
be theoretical, and that every effort 
be made to develop a realistic organ- 
ization which will be sufficiently resil- 
ient to stand the test of time. 


Developing Corporate Objectives 

Fundamentally important to any 
plan of reorganization is the develop- 
ment of corporate objectives. Such 
objectives and policies must be estab- 
lished not only for the present, but for 
the future. They might well take into 
account proposed changes in the pat- 
tern of business, together with plans 
for expansion. 

Those engaged in managing the re- 
organization must remember that 
business is not static. There is a 
need to look ahead and to be aware 
of future goals. Above all, it should 
be recognized that a company cannot 
afford to reorganize solely for current 
activities. An organization takes time 
to become established and, if the re- 
organization is geared only to the 
present, it will probably become out- 
dated before it is successful. 


Deciding Present Relationships 

In smaller and medium size com- 
panies, such as exist in all industrial 
centres in Canada, it is frequently 
felt that organizational relationships 
within corporate structures are well 
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known and precisely defined. How- 
ever, this is not always so, as second 
levels of an organization sometimes 
have mistaken ideas about the per- 
sons they report to, the exact nature 
of their relationships, and their duties 
and responsibilities. It is not uncom- 
mon to find that one or two major 
areas of activity within a company 
are believed to be the responsibility 
of different departments, and that 
they are, to some extent, actually 
being discharged by different depart- 
ments — simply because no one has 
formally defined the organization 
structure, and the function is not re- 
ceiving the care and attention that it 
merits. 


In any organization, therefore, re- 
gardless of size and regardless of 
whether or not duties and responsi- 
bilities have been defined in the past, 
there is a need to analyze and deter- 
mine exact relationships. In smaller 
or medium-size companies this is 
usually done by means of interviews 
with department and section heads. 
It is as well to plan these interviews 
in advance, and to determine exactly 
what the interviewer is trying to 
establish. Larger companies often 
supplement them with questionnaires 
sent out in advance for completion 
by the supervisor. 


Whether one is attempting to 
analyze the organization by question- 
naire, interview, or both, it is im- 
portant to determine: 


The real purpose of the job; the 
planning necessary to make the work 
successful; the extent of co-ordinat- 
ing work completed; the work that is 
undertaken which motivates people; 
the degree and limitations of author- 
ity; the operating work completed; 
an organization chart, in outline form, 
showing to whom a supervisor reports, 
and the positions reporting to him. 
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Interview work to establish existing 
relationships is demanding and re- 
quires great objectivity. The replies 
that are received must be analyzed 
carefully to establish the chain of 
command, the delegation of responsi- 
bilities and the duties of the individu- 
als in the various positions. 


An organization chart should be 
prepared at the conclusion of the 
interviews, showing the positions and 
their various relationships. Frequent- 
ly, such a chart will be substantially 
different from the one previously pub- 
lished, reflecting the lack of under- 
standing of the formal pattern of or- 
ganization by line personnel. 


At this time, it is also advisable to 
note obvious weaknesses, such as an 
excessively extended span of com- 
mand or number of persons reporting 
to one individual, or split responsi- 
bility, where one man is accountable 
to two or more supervisors. 


Preparing the Organization Plan 


Before a reorganization is under- 
taken, management needs to deter- 
mine the ideal pattern of organiza- 
tion which can be used to reach the 
administrative or profit goals it has 
established. In doing this, answers to 
such questions as “What type of 
structure is best suited to the require- 
ments of the business?” “What 
different kinds of work must be 
performed?” and others, must be an- 
swered. A so-called ideal plan must 
take into account the overall object- 
ives, and must decide on such im- 
portant policies as _ centralization 
versus decentralization. It must also 
take into account the desirable re- 
allocation of major responsibilities; it 
may well be that the new structure 
will envisage the creation of several 
functions or positions which are not 
presently needed, but towards which 
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the company must work over a five to 
10-year period. 

In the past decade, many large or- 
ganizations have realized the value 
of preparing an ideal organization 
plan. United Airlines, in the United 
States, reflects current thinking in its 
affirmation that the purpose of the 
long-range plan is to establish the 
ideal organization to fit conditions ex- 
pected at some future date, thereby 
establishing policies and philosophies 
which can serve as guides in making 
short term studies, even though it is 
generally recognized that the ideal 
organization will probably never be 
realized. 


Interim Plans 

Once the ideal or master plan has 
been developed, interim plans must 
be prepared for accomplishing cor- 
porate goals for reorganization in one 
or more stages. For example: as a 
company grows, it may be considered 
advisable to have a vice-president re- 
sponsible for finance and administra- 
tion; in Plan 1, all such functions 
might be centered in the comptroller’s 
department; in Plan 2, certain of 
these might be segregated into a sep- 
arate treasurer’s department; in Plan 
3, these positions might remain, but 
both might report to a vice-president, 
rather than directly to the chief ex- 
ecutive officer. This type of evolution- 
ary development of organization re- 
flects how a company may change its 
administration in order to allow for 
growth and/or changes in corporate 
activities, or take into account the 
limitations of existing personnel. 

The interim plan of organization is 
often the compromise which has to be 
adopted to suit particular conditions, 
personal qualities or situations in a 
company. The goal of any reorgan- 
ization is to make use of human 
assets, on a short-term basis by using 
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the strengths and weaknesses of exist- 
ing personnel and on a long-term 
basis by developing the most logical 
groupings of functions and by up- 
grading existing personnel through 
training and development. This, 
rather than any attempt to accom- 
plish desired objectives through intro- 
ducing personnel from outside the 
company or delegating responsibil- 
ity too great for an individual at a 
particular stage of his development, 
should be the major goal of reorgan- 
ization. 

Preparing Position Descriptions 

Position descriptions may be de- 
scribed as definitions of responsibil- 
ity and authority; and they also de- 
lineate relationships between organ- 
izational positions and the relations 
of particular corporate positions to 
the organization as a whole. They 
provide a useful vehicle for specify- 
ing the delegation of authority from 
one position to another. 

Some critics contend that position 
descriptions are too restrictive, and 
that they tend to retard management 
growth. Their advocates state, how- 
ever, that they are a valuable guide, 
which helps both to formalize the or- 
ganization and to develop a plan 
which is understandable to all. While 
the descriptions should be specific, it 
is desirable that they be an outline 
of what is expected, not limiting re- 
sponsibilities and authority _ but, 
rather, stressing the goals to be 
achieved. As a rule, the more senior 
the position, the more general should 
be the tenor of the position descrip- 
tion. If the descriptions are well de- 
fined, but not too restrictive, they can 
be an invaluable aid in attaining a 
sound, practical, well-understood or- 
ganization and planned delegation of 
responsibility and authority. 

Many forms of position description 
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are available. Examples of those in 
current use can be obtained from 
professional and management associa- 
tions. A format should be chosen 
which will allow the position descrip- 
tions to be written in a direct and 
easily comprehended manner. 


The Organizational Policy Manual 

To facilitate a major reorganization 
and, indeed, to assist in the develop- 
ment of a well-defined organization, 
it is often desirable to have an organ- 
izational policy manual. This helps 
clarify, for the various members of a 
company, certain key areas such as 
company objectives and _ policies, 
nomenclature used in the company, 
organizational practices and proce- 
dures for making changes to the 
organization. 

While some organizational policy 
manuals are complex and voluminous, 
smaller companies are usually better 
served by simple statements from the 
chief executive, authorized, as neces- 
sary, by the board of directors, indi- 
cating what the company is trying 
to accomplish, its present and future 
objectives, and its policy for their 
achievement. This is sometimes sup- 
plemented by a corporate creed, in 
which the company’s philosophy is 
defined in terms of its duties to em- 
ployees, stockholders and the public. 


Such statements are, of necessity, 
abstract, but they tend to prevent the 
people in middle management from 
feeling that they are unimportant and 
their services of little value. They also 
help communicate to the organization 
the main objectives of the company 
and how best these are to be 
achieved, besides assisting in setting 
a standard of ethics or behaviour 
which tends to improve a corpora- 
tion’s integrity. 
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Planning to Implement the Change 
Thus far, we have dealt with those 
phases of reorganization which are 
often regarded as_ straightforward. 
The existing organization has been 
carefully analyzed, corporate object- 
ives have been developed, an ideal 
plan has been formulated and several 
interim plans have been worked out. 
Detailed position descriptions have 
been written and, as appropriate, cor- 
porate objectives have been translated 
into written statements of policy. 
Management now faces the task of 
implementing the reorganization. 


The new plan of organization is 
only part of the task. The movement 
and rearrangement of people is the 
key. If only the design phase is 
handled well, the results can be 
highly disruptive to the organization. 
Change is not easy to institute, and 
among the important ingredients of 
success are participation, communica- 
tion and education. 


Participation 

People who have the opportunity to 
participate in planning for organiza- 
tion changes have a feeling of com- 
manding their own destiny and not 
being treated as pawns. If they can 
be made to feel a part of the change, 
much will have been accomplished. 

Ideally, line personnel should be 
allowed to participate in discussions 
before changes are made. They 
should be interviewed during the an- 
alysis of the existing organization, 
and take part in discussions on the 
proposed changes. They should have 
the opportunity to express their 
opinions on any re-arrangement that 
is to take place, particularly the 
transfer of any added _ responsibili- 
ties which will affect them. If ma- 


jor changes are to be made which 
will have a disruptive influence 
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on a particular department, it may 
well be that the department head 
concerned cannot be allowed to par- 
ticipate. In general, however, the 
greater the consultation and _ assist- 
ance by those line executives who 
must make the reorganization work, 
the better the chance of success. 

In arriving at his recommendations, 
a management consultant engaged in 
organization work will always insist 
on maximum participation by com- 
pany employees. The purpose of this 
approach is to secure a complete 
understanding and acceptance of the 
changes before they are undertaken. 
This is the goal which should be pur- 
sued by all who are managing a re- 
organization. As has been indicated, 
if a situation develops where a re- 
vised organization structure cannot 
be implemented, usually it is the re- 
sult of inadequate participation in the 
development phases by those who are 
vitally affected. 


Communications 

Communications between people in 
the average company are poor. The 
past two decades, however, have seen 
acceptance of the principle that it is 
desirable to distribute financial and 
profit data to various levels of an or- 
ganization. In the same way, release 
of information on details of a major 
reorganization should be as wide- 
spread as possible, and not kept secret 
by a few executives. The office ‘grape- 
vine’ is usually sufficiently active to 
ensure that some of the details are 
known anyway; but frequently these 
rumours are wrong and can cause a 
considerable deterioration in morale 
if management does not make factual 
statements concerning what is pro- 
posed, both before the work com- 
mences and as it progresses. 

It is often important to issue a suit- 
able announcement prior to the start 





of a reorganization. In a larger com- 
pany, particularly where the changes 
are major, such an announcement fre- 
quently involves not only employees, 
but stockholders and possibly the 
public. While specific details may 
have to be withheld in general, if 
the need for reorganization is linked 
to such positive reasons as long-term 
growth or improvement of efficiency, 
then the impact of the reorganization 
will be recognized as likely to be 
beneficial, and not cause any major 
discord. 


During the course of the reorgan- 
ization, it is often prudent to issue 
progress reports by means of a mem- 
orandum from the chief executive 
officer or through a meeting. By this 
means, interest in the programme will 
be maintained at a high level, and 
rumours will not be allowed to dis- 
tort a company’s true intentions. 


Education 


A large part of the task of manag- 
ing the reorganization is education. 
People must be informed as to new 
relationships, possibly taught new 
skills, and helped to change their at- 
titudes. If they are provided with 
the information they need to under- 
stand where they fit into the revised 
organization structure, then they can 
be expected to co-operate. 

The process of education can be 
handled in many ways. In the smaller 
company it can be done by meetings, 
either of the whole group which will 
be affected, or of departments. The 
larger company can establish formal 
training programmes dealing with 
specific organization changes as well 
as the general principles of organiza- 
tion, and how they apply to a given 
job situation. 

If it appears that department heads 
are concerned over a given situation, 
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and that this concern could prevent 
the reorganization from working 
soundly, then specific counselling, 
either by top management or by 
those responsible for implementation, 
can be of value. 


Maintaining a Sound Organization 

It has been said earlier that re- 
organization must be geared to the 
future goals and objectives of a com- 
pany; it has also been stated that no 
business is static. It must, therefore, 
be recognized that a reorganization 
is not a single isolated process de- 
signed to last a company for the 
whole of its corporate life. Rather, 
there should be a continuous apprais- 
al of organization and its suitability 
for present-day circumstances. 


Several companies with advanced 
policies have begun having organiza- 
tion ‘audits’ or reviews every two to 
four years in order to consider 
whether the organization is function- 
ing satisfactorily. The costs involved, 
whether professional fees or salary 
costs, are generally more than offset 
by the benefits derived, such as the 
improvement of organization relation- 
ships and the development of recom- 
mendations for improving efficiency. 
The value of such an audit is still fur- 
ther enhanced when the same indi- 
vidual or firm is engaged to under- 
take this work on a periodic basis. 
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Once a reorganization has been 
successfully implemented, a very real 
danger presents itself: the urge to 
change and improve is diminished. If 
management has been successful in 
reorganization, profits will tend to im- 
prove, and everybody will tend to 
relax. This sort of situation frequent- 
ly gives rise to an institutional type of 
organization. If some form of re- 
assessment does not take place from 
time to time, the so-called successful 
organization can be passed from one 
management generation to another, 
intact and unquestioned. In our ex- 
tremely competitive economy, this is 
not good enough. The organization 
must be aggressive, and must not only 
be constantly alert to the need for 
change, but also capable of instantly 
accomplishing the modification re- 
quired. This is one of the major chal- 
lenges of management today, from 
which stems the need to review the 
organization pattern on a continuous 
basis. 


Managing a reorganization is one 
of the most complex tasks that faces a 
business executive. He is asked to 
make changes that affect the com- 
pany’s greatest asset — people. He 
must appreciate the importance of 
the task, approach it with an under- 
standing of the need for planning, 
and a realization of the impact a re- 
organization can have on performance 
and profits. 





The Role of the Treasury Board 


WuEN THE Minister of Finance 
tabled the Main Estimates of the 
Government of Canada for 1961-62, 
totalling $6,123 million, he was at the 
same time making available to the na- 
tion the details of the financial plan 
of Canada’s largest and most com- 
plex business. Control over this vast 
sum is a matter of great importance, 
and the institutions and techniques by 
which this is achieved will form the 
subject matter of this article. 


Canada has inherited and adapted 
to its needs the British system of 
parliamentary government, and with 
this inheritance has come the accep- 
tance of certain basic principles ap- 
plicable to the realm of public finance: 


(a) The total estimated financial re- 
quirements of the government 
will be presented to Parliament 
annually for consideration. 

(b) The responsibility for the prep- 
aration and submission of finan- 
cial requirements rests with the 
government. 

(c) Parliament shall have ample time 
to examine critically the govern- 
ment’s past operations and_ its 
proposals for the future. 

(d) No proposal for the raising or 
spending of revenues shall have 
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any effect until sanctioned by 
Parliament. 

(e) No appropriation granted by 
Parliament carries with it a man- 
date for expenditure. This re- 
sponsibility rests with the govern- 
ment. 

Having in mind the size and com- 
plexity of the government’s present- 
day spending programme, and also 
the aforementioned principles, it is 
clear that some process of central co- 
ordination and analysis is mandatory. 
This is achieved, in our system, 
through the operations of the Treas- 
ury Board of Canada. 


History and Present Status 
Parliament, in 1951, passed the 
Financial Administration Act, sections 
3 to 7 of which describe the nature 
and duties of the Treasury Board. 
Parliament, by the passage of this 
Act, was also re-affirming the nature 
of a body which has existed since 
July 2, 1867, and which has associa- 
tions reaching as far back as 1855 
when the first Board of Audit was 
created in the United Provinces of 
Upper and Lower Canada. One of 
the first acts of the government of 
Sir John A. MacDonald upon Con- 
federation in 1867 was to pass an 
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Order in Council to constitute a 
Board of Treasury consisting of the 
Minister of Finance, the Minister of 
Customs, the Minister of Inland 
Revenue and the Receiver General. 
The Minister of Finance was named 
chairman of the board. 


There was no statutory provision 
for the Treasury Board until 1878 
and, until that date, the two functions 
of responsibility for the control of ex- 
penditures and for the auditing of the 
Public Accounts were joined together 
and carried out by an officer who had 
been designated as secretary of the 
Treasury Board in 1868. 


Following the lead given by de- 
velopments in the United Kingdom, 
it was realized by the Canadian 
Parliament in 1878 that these two im- 
portant offices should henceforth be 
separated and, in that year, an Act 
was passed to provide for the “Better 
auditing of the public accounts” 
which, in Section 16, made provision 
for the Treasury Board and also 
stated that, henceforth, the deputy 
minister of finance should be, ex- 
officio, the secretary of the Treasury 
Board. In this Act, of course, there 
was also the creation of the position 
of Auditor General and the first in- 
cumbent of this office was named on 
August 1, 1878. 

There were no important changes 
in the statutes relating to the Treas- 
ury Board from 1878 until 1951 and, 
even then, the new Act made no 
structural. changes, although there 
appeared for the first time a much 
more detailed statement of the duties 
and responsibilities of the board. The 
Act also gave the Minister of Finance 
the power to name an officer of the 
Department of Finance to be the sec- 
retary of the Treasury Board, in re- 
cognition of the fact that by 1951 it 
was no longer possible for the deputy 
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minister of finance to maintain the 
same detailed contact with the work 
of the board which had warranted his 
previous status as the ex-officio secre- 
tary. In fact, it had been, for many 
years, the practice within the Depart- 
ment of Finance to leave the main 
operating responsibilities of the Treas- 
ury Board with one of the assistant 
deputy ministers. 


Framework of Board 

The present Financial Administra- 
tion Act states that the Treasury 
Board shall consist of six ministers of 
the Crown and will function as a sub- 
committee of the Queen’s Privy Coun- 
cil for Canada, with the Minister of 
Finance acting as chairman. There is 
a permanent staff serving this com- 
mittee, which is currently 108 in num- 
ber, and the staff is drawn from the 
Department of Finance. The secre- 
tary of the Treasury Board is appoint- 
ed by the Minister of Finance and 
also carries the rank of Assistant 
Deputy Minister of Finance. 


The duties placed upon the Treas- 
ury Board are wide and important 
and should be quoted as they appear 
in the Statute. 


Sec. 5(1) The Treasury Board 
shall act as a committee of the 
Queen’s Privy Council for Canada 
on all matters relating to finance, 
revenues, estimates, expenditures 
and financial commitments, ac- 
counts, establishments, the terms 
and conditions of employment of 
persons in the public service, and 
general administrative policy in the 
public service referred to the Board 
by the Governor in Council or on 
which the Board considers it desir- 
able to report to the Governor in 
Council, or on which the Board 
considers it necessary to act under 
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powers conferred by this or any 

other Act. 
Section 5(3) is also of great signifi- 
cance since it stipulates that the 
Treasury Board may prescribe the 
manner and form in which the ac- 
counts of Canada and the accounts of 
the several departments shall be kept. 


Since the Treasury Board is a sub- 
committee of the Privy Council, there 
is provision for the disallowance or 
amendment by Council of any action 
taken by the board in the perform- 
ance of its duties. 

Section 6 of the Act gives it power 
to request from any public officer 
such information as the board con- 
siders necessary, and Section 7 
allows the board to make regulations 
covering a wide range of adminis- 
trative and personnel matters in the 
public service. 

This, in brief, is the legal frame- 
work within which the Treasury 
Board operates, and it is appropriate 
at this point to turn to its actual 
workings. Before doing so, however, 
it should be noted that the Canadian 
practice of having a continually func- 
tioning committee of ministers mak- 
ing decisions, not only upon the 
broad outlines of the government’s 
spending programme, but also upon 
a vast array of day-to-day matters 
which are required by various statutes 
to come to the board, is quite unique. 
Those familiar, for example, with the 
operations of the British Treasury 
will know that much of the control 
which, in Canada, rests with the min- 
isters of the Treasury Board, has by 
custom and usage been left with treas- 
ury officials. In Canada, the treas- 
ury staff may advise departments of 
possible ministerial attitudes, criticize 
and also make suggestions but, in the 
last analysis, it is the ministers who 
must determine the policy. There is a 





THE CANADIAN CHARTERED ACCOUNTANT, NOVEMBER, 1961 


great problem, of course, in the con- 
tinually rising workload which min- 
isters and officials face with the un- 
precedented growth in government 
activities, and the ministers of the 
board may be called upon by a pro- 
cess of weekly meetings to take as 
many as 18,000 decisions a year. 
Though many of these are rather 
routine in the sense that they fall into 
a pattern of subjects where clear pre- 
cedents for particular courses of 
action have been established, never- 
theless, there remains a large num- 
ber of important matters with which 
the board must be concerned. 


Principles of Administration 
Reference to the principles enun- 


‘ciated earlier in the article indicates 


that there shall be a financial plan, 
prepared annually by the government, 
submitted by government to Parlia- 
ment and, when approved, it will 
form the broad framework for gov- 
ernment operations. There is no man- 
datory requirement, however, that 
specific appropriations which have 
been approved by Parliament will be 
spent. There is an ancient and well- 
guarded prerogative which leaves the 
government with a measure of flex- 
ibility to carry out its programme. 
It is through the process of the an- 
nual estimates review that the Treas- 
ury Board, on behalf of the govern- 
ment, shapes the financial plan for the 
fiscal year. Before commenting briefly 
on this operation, one or two points 
should be made about important dis- 
tinctions which exist between finan- 
cial plans in a public setting and 
those in normal business operations. 
Since governments exist to provide 
services to the community, their ac- 
counting and financial control tech- 
niques have been devised primarily 
with this objective in mind, and con- 
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siderations of profit or loss are often 
not present. When they are present 
it may be, quite properly, that these 
factors are secondary to the role of 
service upon which governments are 
judged. Many words have been writ- 
ten upon this subject, and it remains 
an important distinction since public 
officials must be ever conscious of the 
ebb and flow of public opinion re- 
lating to their activities. Their moti- 
vations and actions must take account 
of the constant pressure on govern- 
ments to follow particular courses of 
action. Those who work at the job 
of financial control and analysis with- 
in the public service may, therefore, 
look rather enviously at their counter- 
parts in the private sector where the 
development of techniques, based 
upon the accurate reflection of a profit 
or loss situation, may make decisions, 
if not easier, at least a little clearer in 
outline. It is a constant concern of 
responsible officials in the field of 
public finance to foster and develop 
workable substitutes for the measure- 
ments and standards of efficiency, 
which the great advances in business 
accounting practice have made pos- 
sible. 

As a measure of the stewardship of 
the various departments of govern- 
ment over their previous year’s activ- 
ities and of their requirements for the 
next year, the annual estimates pro- 
cess has been devised and adapted 
over the years to changing conditions. 
Each department is required to pre- 
pare and submit to the Treasury 
Board, at a specified time in the fiscal 
year, a statement setting out for each 
branch and service its cash require- 
ments for the new year. This state- 
ment compares the performance of 
the present and several preceding 
years with that projected for the new 
year and is supported by detailed de- 
scriptions, not only of staff require- 
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ments, but also for all other categories 
of cost. 

Where a particular service encom- 
passes a number of segments, perhaps 
dispersed geographically or divided 
as to function, these are costed sep- 
arately and submitted on a compara- 
tive basis for ready analysis of the 
trends of expenditure. 


Marginal Changes 

It is often stated, as one of the 
weaknesses of the estimates review 
process in government, that it is 
biased in the direction of concentrat- 
ing on the marginal year-to-year 
changes and does not probe effective- 
ly into the continuing need for exist- 
ing functions. This danger is recog- 
nized. However, other checks have 
been inserted as part of the pro- 
cedure. For example, for a number 
of years all departments have been 
required to defend their staff require- 
ments each year and, by a process of 
deeply probing annual staff reviews 
which precede the presentation of 
financial estimates, many soft spots 
which might otherwise be perpetu- 
ated are either eliminated or brought 
to the attention of the ministers when 
they consider the estimates. It is also 
required of all departments that no 
provision be made in estimates for 
any function or new programme 
which has not previously had specific 
Treasury Board or government ap- 
proval. 

To combat the tendency to look 
only at the marginal changes in the 
government’s programme, summary 
information is presented to the Treas- 
ury Board to indicate the trend of 
changes in overall operating costs, 
capital costs and other categories. In 
this way, informed comparisons may 
be made between, for example, staff 
costs and other administrative costs, 
and capital requirements for new 
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buildings or equipment may be mea- 
sured against the cost of maintaining 
existing facilities. 


Summary Information 

The very size of the job for the 
ministers and staff of the board has 
made it necessary to use a summary 
form of presentation and analysis 
which will lead discussion quickly to 
the main issues in the programmes, 
and leave for detailed discussion be- 
tween departments and the staff of 
the board any points relating to the 
actual costing of the estimates. 


There are many important features 
of this procedure which cannot be 
covered in a short review of this na- 
ture, but one or two should certainly 
be set down. 

Because the estimates for the total 
government programme are presented 
en masse annually, there must be 
brought to bear, not only by the 
Treasury Board but also by the gov- 
ernment, judgments as to the accept- 
able size of the spending programme 
for the ensuing period. This also ap- 
plies to the judgments about priori- 
ties which will be exercised in re- 
viewing which categories of outlay 
will be emphasized, and which ones 
will be contained or reduced. This 
will be discussed later. 

In addition, the departments, in 
drawing together their programmes 
in this way, are forced to think in fi- 
nancial terms about the nature of 
their work, and to make judgments 
about the things which they wish to 
stress in the period ahead and those 
which may usefully be held or elim- 
inated. The summary information is 
equally useful to senior department 
officials and to the treasury staff. 
When the estimates are finally ap- 
proved by the board, the details of 
each department’s estimates become, 
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in turn, an internal control instrument 
around which the accounts for the 
new year are drawn up and to which 
the flow of financial information is 
referred in the periodic statements 
prepared throughout the fiscal year. 
The value of the process is fully ap- 
preciated by all government depart- 
ments, and there is excellent co-op- 
eration between the departments and 
the treasury throughout the whole 
estimates review operation. 


Special Estimates Problems 

The analysis of the programme and 
estimates of the largest department, 
National Defence, has called forth 
special arrangements and _relation- 
ships. In these years of heavy de- 
fence expenditures, it is not possible 
to consider all of the implications of 
each year’s requirements before the 
estimates are required to be presented 
to Parliament. In place of this, the 
treasurv staff sits in committee with 
its counterpart in the defence depart- 
ment, and reviews the capital, ma- 
terial and manning proposals which 
are to be used in the calculation of 
the defence cash requirements for 
each service in the ensuing year. 
This information is subsequently car- 
ried forward to the Treasury Board in 
summary form and approved on the 
understanding that the many aspects 
of the defence programme can- 
not, at that time, be approved or 
even considered because of the ab- 
sence of final decisions about policy. 
The information will ultimately come 
back to the Treasury Board and the 
government for further consideration 
when the full implications are known. 
This, of course, is of most significance 
with the large, complicated equip- 
ment programmes where a decision, 
once made, tends to set the size of 
the defence programme for several 
years ahead. 
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There are signs that similar pro- 
cedures are warranted in the civil 
field of government. For example, 
the impact of the rapidly changing 
technology in the field of air trans- 
portation has created conditions 
where very large outlays must be con- 
sidered several years in advance of 
the event and approved in principle 
by the government, subject to an 
overriding requirement that the de- 
tails, when worked out by the De- 
partment, will be placed before the 
Treasury Board for final considera- 
tion. Techniques of this type are 
proving equally useful in analyzing 
the government’s capital programmes 
generally, so that departments and 
the board will be aware at an early 
point of the implications of particular 
courses of action and can govern the 
phasing of total expenditures accord- 
ingly. 

Other Controls 

The principle that approval of a 
particular item in the estimates is not 
automatically a mandate for expendi- 
ture brings one immediately to the 
other aspects of the treasury control 
process. The most complicated and 
varied of these are in the field of staff 
costs. Each departmental establish- 
ment must be specifically authorized, 
annually, and also carry the concur- 
rence of the Civil Service Commis- 
sion as to the levels and grades of 
positions proposed. All proposals for 
special allowances such as those for 
staff serving abroad or in isolated cir- 
cumstances are rigidly regulated by 
conditions which have been author- 
ized by the Treasury Board. 

All government construction and 
procurement programmes are carried 
out within the framework of the gov- 
ernment contract regulations, which 
stipulate that spending proposals of a 
contractual nature which exceed cer- 
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tain well-defined limits must be sub- 
mitted to the Treasury Board for ap- 
proval. Conscious attempts have been 
made in recent years to leave a fair 
measure of freedom to the depart- 
ments in this type of activity, but the 
ever-present factor of public account- 
ability makes it inevitable that some 
central control must be retained over 
this area of government business. 

There are, in addition, many ad- 
ministrative regulations which have 
been devised in response to experi- 
ence, with the need to ensure that 
across the departments of government 
certain minimum standards of per- 
formance will be observed or that 
ceilings will be set on the discretion- 
ary authority which it is deemed to 
be wise to leave with officials. 


Treasury Board and Crown Agencies 

All of the foregoing has reference, 
primarily, to Treasury Board relation- 
ships with the departments as such, 
and excludes the many Crown agen- 
cies. There is a separate section of 
the Financial Administration Act 
which refers to this matter and pre- 
scribes that, for certain types of agen- 
cies of the proprietary type, these 
shall be required to submit each year 
to Privy Council a capital budget 
which has been recommended by the 
minister responsible for the agency 
and which has been approved by the 
Minister of Finance. Another group 
of agencies with less statutory inde- 
pendence is required, in addition to 
the capital budget provisions, to pre- 
pare operating budgets, which the 
Minister of Finance must approve. 
The Treasury Board analyzes and 
comments upon the broad implica- 
tions of these agency budgetary pro- 
posals prior to submission to the Min- 
ister. The same degree of detailed in- 
volvement here is neither necessary 
nor desirable, and would defeat the 
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purpose for which the independent 
agencies were established. However, 
it does ensure that there is — across 
the broad sweep of government op- 
erations — attention given to the 
need for related standards of judg- 
ment, so that interpretations of the 
public interest will not vary too 
widely. 


Judgments About Priorities 

Some insight has now been pro- 
vided into the nature of the Treasury 
Board, but there has been left un- 
touched the broader question of how, 
in fact, judgments are made at a 
central point about the many types of 
government expenditure. This takes 
one out of the realm of financial con- 
trol as a tool of management, narrow- 
ly defined, and elevates the question 
to the policy plane. 


An obvious starting point is that 
approval of the estimates is an im- 
portant first step in the formulation 
of the budget of the Minister of Fi- 
nance for the ensuing year. Budget- 
ary policy in these days of positive 
and large scale government, not only 
in Canada but in all other similar 
societies, introduces factors which go 
well beyond mere financial control. 
Budgets are instruments of fiscal and 
economic policy consciously designed 
to fit anticipated economic conditions 
in the nation. The budget may seek 
to affect conditions or merely to in- 
sert itself in a neutral manner into the 
stream of economic events. Either 
way it must take account of these 
events. Therefore, the Minister of 
Finance, in instructing his colleagues 
about the estimates which they shall 
submit to the Treasury Board, will 
have definite views about the total 
estimates for the next fiscal period 
and also have some broad guide lines 


in mind about the emphasis to be 
given, whether it be to stress the gov- 
ernment’s capital programme and to 
hold back on other deferrable gov- 
ernment projects or some other set of 
conditions. This budgetary implica- 
tion is, therefore, an important start- 
ing place for any discussion about 
priorities. 

Another important factor is the 
present structure of government ex- 
penditures. It may be useful to set 
down as an indication of this problem 
a small table showing, for the years 
1939 and 1960, the various categories 
of expenditure, using definitions 
which appear in the Public Accounts. 


Fiscal Year Ended 


March 31 
( millions of dollars) 
No. Function 1939 1960 
1. Defence ae 34.8 1,536.8 
2. Health, Welfare and 
Social Security 79.1 947.21 
3. Public Debt 
Charges 133.1 783.5 
4. Payments to Prov- 
inces and Munici- 
palities .. sy See 542.5 
5. Veterans Affairs ... 57.4 288.3 
6. Transport and 
Communications 122.5 633.1 
7. Resources and In- 
dustrial §Develop- 
ment 3) awe 477.8 
8. Education 1.0 35.8 
9. International Co- 
operation Lite Rars 1.9 83.0 
10. General Govern- 
ment .. sitissss) 368.0 
11. Unclassified 1 3.3 6.9 
Totals $553.1 $5,702.9 


1 This does not include the old age secur- 
ity payments ($575 million). 
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These amounts may be further con- 
densed as follows: 


1939 1960 
( millions of dollars) 

RR yee 34.8 1,536.8 
Statutory expenditures . 233.6 2,273.2 
All other costs ............. 284.7 1,892.9 


$553.1 $5,702.9 


Totals . 


The usefulness of such a compari- 
son is twofold. Firstly, it indicates 
the great growth in the absolute 
amount of government expenditure, 
and this poses its own special prob- 
lems. Secondly, it emphasizes the 
fact that the larger growth has been 
in the types of government expendi- 
ture which are either fixed or can 
only be altered by major changes in 
policy. To this extent the subject is 
removed from the forum of treasury 
consideration. 


High Cost of Weapons 


As far as the defence category is 
concerned, this is a direct reflection 
of the size of the armed services and 
the high cost of modern weapons sys- 
tems. The size of the Services, in 
turn, is governed by our adherence to 
those defence arrangements which 
form part of our national policy, so 
that there are clearly marked guide 
lines in relationship of the treasury 
with the defence departments and no 
question of giving this segment of ex- 
penditures a low priority can arise. 


This turns attention to the “all 
other” category, and it is to be noted 
that even here there are certain im- 
mediate constraining factors. Salar- 
ies and wages for the civil staffs of 
government approximate $600 mil- 
lion and the total civil capital pro- 
gramme accounts for a further $300 
million. This latter amount includes 
the large outlays for public buildings, 
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airport construction, ships, laborator- 
ies and many lesser items. 


When the size and structure of the 
various departmental establishments 
have been determined yearly, the cost 
calculation almost follows automatic- 
ally and discussion is reduced to the 
accuracy and realism of the estimate. 
The civil construction programme of 
the government is subjected to close 
scrutiny before a special Treasury 
Board staff committee created for 
this purpose, both as to its need and 
the standards of construction pro- 
posed. 


The remaining expenditures cover 
a wide variety of departmental costs 
and would also include assistance and 
subsidy programmes of many types. 
It is natural that the weight of the 
Treasury Board staff analysis of de- 
partmental programmes falls on the 
so-called controllable area, and refer- 
ence has already been made to the 
apparatus of administrative regula- 
tions operating in this sphere. 


There are a number of other im- 
portant considerations which bear on 
the question of priorities. The treas- 
ury must keep in mind that certain 
types of government expenditure are 
directly related to vital public ser- 
vices, often where the safety of life 
is a factor. Mention has been made 
of the whole field of air transporta- 
tion and the impact of the jet age 
on the requirements for facilities to 
handle traffic both in the air and on 
the ground. Certain essential services 
such as the carriage and delivery of 
mails must be permitted to grow as 
the country grows. Regulatory func- 
tions carried out under federal acts 
to protect health and trade must also 
take account of changing national re- 
quirements. A conscious attempt is 
made by the process of central re- 
view to rate these requirements in a 
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hierarchy of priorities and thus, in 
this way, to give guidance to the gov- 
ernment in their choice of alterna- 
tives. 


Conclusion 


The whole process of control over 
government expenditures is one which 
requires that the necessity for critical 
appraisal be present at all stages. This 
places particular responsibilities on 
the departments and agencies, to be 
aware of this problem and to include 
in their requests only those elements 
which have a reasonable chance of 
survival. It is common practice that 
most departments will discuss with 
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the staff of the Treasury Board any 
proposals which they feel may run in- 
to difficulties. It is also more fre- 
quently the case, in recent years, that 
prior approval in principle is sought 
from the government before depart- 
ments include significant new items 
in their programmes. 

The point of view could be de- 
fended that the real function of the 
Treasury Board, in the final analysis, 
is to foster and develop an attitude of 
mind amongst all responsible depart- 
ment officials which places foremost 
in their thinking the importance of 
financial controls and proper financial 
judgments in the use of public funds. 


Marketing Management 
The controller can play a key role in marketing-management 
planning. This role will consist of (a) leading marketing-management 
into a correction of marketing weaknesses and exploitation of market- 
ing strengths, and (b) producing an efficient marketing-cost structure. 
The inevitable result is net-profit improvement. This is what company 


management is looking for. 


Company management also recognizes that its marketing prac- 
tices can be improved. The controller holds the key to net-profit im- 
provement, because he is the one man who can put together the op- 
erational figures in meaningful fashion to show the sources of profit 


improvement. 


— Thomas J. McGann, “Yes! The Controller Belongs on the 


Marketing Team”, The Controller, August 1961. 











Raising Capital for 


the Smaller Company 


Ir 1s difficult to find a business enter- 
prise that does not require capital for 
its operation. Some, such as heavy 
machinery manufacturers or mining 
companies, require large amounts; 
while others, which provide a skill or 
service, require comparatively little 
capital. The average smaller com- 
pany’s requirements are probably 
midway between these extremes. 

Capital, as used in this discussion, 
includes short and long term loans, 
mortgages, bond issues, redeemable 
preference shares and retained earn- 
ings, as well as equity shares or com- 
mon stock. 

Businesses require capital at dif- 
ferent stages of development, and for 
different reasons. For example, cap- 
ital may be required for: 

1. The initial investment in setting 
up a business. 

2. Acquisition of plant and equip- 
ment. 

3. Current operations, such as pro- 
viding temporary financing over 
seasonal peaks of inventory or ac- 
counts receivable. 

4, Expansion, including the acqui- 
sition of other businesses. 


Initial Investment 


In setting up a business, the owner- 
managers may have difficulty raising 


J. A. McCLELLAND, C.A. 


the necessary amount of capital to op- 
erate from sources other than their 
own resources. Unless there is some 
assurance of the success of the busi- 
ness, either through past performance 
of management in other capacities or 
because of the nature of the product 
to be sold, the principal source of 
capital will likely be relatives and 
friends. However, provided there is 
a reasonable amount permanently in- 
vested by the owners in common 
shares, other sources are available. 
These include: 


1. The chartered banks. Initially, 
they will require security of some 
kind, either through pledging of 
current assets or personal guaran- 
tees. 


Underwriting either redeemable 
preference shares or a mortgage 
bond on real estate. If an amount 
of up to $500,000 is required, the 
smaller dealers are more likely to 
be interested than the large firms. 
The costs of assembling informa- 
tion would be about the same in 
a $500,000 issue as for $5 million, 
but the former would not provide 
the ultimate profit by distribution 
through a large sales organization. 
On the other hand, if there are 
comparatively few public issues 


bo 
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taking place, dealers of all sizes 
will be interested. 

. Although a formal underwriting 
may not take place, investment 
dealers may have individual 
clients who might be interested in 
investment in redeemable prefer- 
ence shares or debentures of a 
smaller company. A commission 
to the dealer will be required, but 
such a source might produce rela- 
tively inexpensive capital. 
Lawyers’ clients with funds avail- 
able for investment. 


. The life insurance and trust com- 

panies through estates and trusts. 
This sort of capital will be in the 
form of first mortgages on real 
estate owned. 
Investment companies which take 
equity positions in small busi- 
nesses. Such companies are few 
and require a high standard of 
management ability before provid- 
ing funds. 

At the time of incorporation of an 
existing business, or of a new one, 
considerable attention should be giv- 
en to the capital structure. The exist- 
ence of redeemable preference shares, 
for example, may be useful in at least 
the following ways: 

1. For issue to the owners of an 
existing business in payment for 
the goodwill of the business. If 
the goodwill is valued fairly, the 
owners will receive a tax free 
benefit when the shares are re- 
deemed. 

For issue to silent partners as an 
investment. 

. When earnings are not required, 
as a cheap dividend under Sec- 
tion 105 of the Income Tax Act. 

Owner-managers of a small business 
should obtain the advice of their 
lawyers and auditors on the form of 


capital structure most suitable for 
their requirements. It is less costly to 
set up the form desired at incorpora- 
tion than to change the structure at 
a later date by supplementary letters 
patent. 


Acquisition of Plant and Equipment 


When the time comes to acquire 
more equipment or extend facilities, 
medium or long term capital can be 
obtained from the following sources: 
1. Conventional first mortgages 

through trust and life insurance 
companies; 

. Private mortgages arranged 
through investment dealers, law- 
yers, etc.; 

Industrial Development Bank; 

. Finance companies; 

. The chartered banks (under the 
Small Business Loans Act). 


Plans and budgets must be pre- 
sented when applying for funds from 
the foregoing. The budget should 
show, clearly, the amount of financ- 
ing required, the amount of antici- 
pated profits, and the ability of the 
business to generate sufficient cash to 
meet principal and interest payments 
on the prescribed dates. 

The entire management team 
should take part in the preparation of 
these budgets in order that they will 
be as realistic and accurate as pos- 
sible. In preparing them, considera- 
tion should be given to the following 
special matters: 


1. The amount of depreciation which 
can be claimed for tax purposes 
should approximate the capital 
repayment schedule, in order to 
provide the necessary cash. 

. Expenditures that may not be de- 
ductible for tax purposes, such as 
costs of investigating new capital 
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expenditures, landscaping and the 
costs of acquiring land. 

3. Additional operating expenses 
that will be required with the new 
equipment (personnel, repairs, in- 
surance, etc. ) 

4, How additional working capital 
will be provided to finance in- 
creases in inventories and receiv- 
ables as a result of increased pro- 
duction from the new equipment. 


The cost of obtaining additional 
equipment or facilities through rental, 
leaseback and hire purchase should 
also be investigated. Rental has the 
advantage of avoiding a capital out- 
lay, and of obtaining an allowance for 
tax purposes of the actual payments 
made. Leaseback financing, which 
has been practised extensively by food 
chains, involves a temporary outlay of 
capital until the asset is sold. 

Hire purchase or __lease-option 
financing requires more consideration 
of income tax implications than either 
rental or leaseback. Payments in ex- 
cess of the capital cost allowance on 
the outright purchase price may not 
be recovered as an allowable expense 
for tax purposes. The relationship 
between the annual payments of rent, 
the ultimate amount to be paid in or- 
der to execute a purchase, and the an- 
nual allowance for income tax pur- 
poses should be carefully considered. 


A new source of capital for plant 
and equipment was provided under 
the Small Business Loan Act, 1960. 
By this Act, banks can lend, under 
government guarantee, up to $25,000 
for the improvement and moderniza- 
tion of equipment and premises on 
repayment terms of up to 10 years. 


Current Operations 


Another area of financing is that of 
providing additional working capital 


to an existing business on a tempor- 
ary basis. Banks are the traditional 
sources of this form of capital. 


Security of one kind or another is 
usually required for such financing. 
Banks will vary their requirements 
according to the proven earning 
power of the business, and the his- 
tory of loans and repayment. Where 
an assignment of current book debts 
covers the loan adequately, no fur- 
ther security may be required. 


In other circumstances, combina- 
tions of some or all of the following 
may be required: 

1. Assignment of stock in trade under 
Section 88 of the Bank Act. 


2. Personal guarantees of manage- 
ment or others for part or all of 
the loan. 

3. Assignment of life insurance on 
owner-managers with arrange- 
ments to have the proceeds avail- 
able to liquidate the loans to the 
business on their death. 

4. The pledging of marketable se- 
curities with the bank as collateral. 


Bank loans are primarily short term 
and therefore must be reviewed an- 
nually. The preparation of a cash 
flow budget for presentation to the 
bank, along with a balance sheet and 
operating statement, will assist in ob- 
taining the necessary line of credit 
for the next year. If the amount re- 
quired cannot be obtained, then 
other sources can be approached. 


Some loan companies will advance 
funds for current purposes. The prin- 
cipal security required is installment 
accounts receivable, but other arrange- 
ments include: 


1. Factoring, which turns the credit 
investigation and collection of ac- 
counts receivable over to the 
lender. 
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Inventory loans, usually as a sup- 
plement to accounts receivable 
financing. 


Equipment loans or sale and lease- 
back where numbers 1 and 2 do 
not provide adequate funds. 
Financing of installment sales and 
leases of machinery and equip- 
ment. 


The risk to the lender for these 
types of loans is usually greater than 
commercial bank loans. Therefore, 
the cost to the small business borrow- 
er will be substantially greater. When 
the need for additional capital arises, 
the owner-manager should shop for 
loans in the same way as he would 
for materials. The cost of borrowing 
in the form of interest and carrying 
charges should be less than the rate 
of return anticipated from the use of 
such capital. 


Although there are several finance 
companies seeking businesses in which 
to place their funds, only a small pro- 
portion of the requests for funds are 
granted. Most of the refusals are due 
to evidence of poor management. 


Expansion 

One way of expanding is to ac- 
quire other businesses. Where it is 
intended to enter the production or 
distribution of new products, this is 
often the most economical way. Oc- 
casionally, a business becomes avail- 
able at a good price due to the 
owner's death or need for money, but 
rarely do purchasers have funds avail- 
able to make such acquisitions. Cap- 
ital must be raised. 


The ease of raising capital for this 
purpose will depend on the earning 
power of the company to be acquired, 
and the form of the purchase (for ex- 
ample, assets or shares). Most lend- 
ing institutions will show interest only 


if both companies have good earnings 
records, are compatible, and show 
reasonable evidence of continuity. In 
exceptional cases, the existence of a 
potentially good product or service 
will be sufficient to excite lenders, but 
this usually requires the owner- 
managers to forfeit some of their 
equity. 

If an incorporated business is for 
sale, the vendor will normally prefer 
to sell his shares rather than the com- 
pany’s assets. By selling shares, he 
eliminates tax and administrative 
costs of distributing the proceeds to 
the shareholders and winding up. 


On the other hand, the purchaser 
must be aware of certain pitfalls in 
acquiring the shares of a business in- 
stead of assets. Some of them are: 


1. The possibility of there being un- 
disclosed liabilities, such as law- 
suits and tax assessments, which 
may not be disclosed during the 
initial investigation. Some _pro- 
tection against these can be pro- 
vided through escrow clauses in 
the purchase agreement. 


. The accumulated earnings of the 
business will be subject to the 
numerous sections of the Income 
Tax Act which, in effect, impose 
tax at full corporate rates on any 
portion of pre-acquisition earnings 
that are distributed. This does not 
apply to post-acquisition earnings 
and, in many cases, the pre-acqui- 
sition earnings are not distribut- 
able because they are invested in 
fixed assets. 


Interest on funds borrowed to buy 
shares can not be deducted from 
income for tax purposes, although 
dividends paid out of post-acquisi- 
tion earnings are exempt from 
tax when received by the parent 
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company. There is some advant- 
age, therefore, in acquiring the 
shares with funds raised by the 
issue of additional capital stock to 
the public. This dilutes the 
owner-manager’s equity. 


An invitation to the public to sub- 
scribe for shares of a smaller com- 
pany involves a change in the charter 
from a private company, where the 
number of shareholders and transfer 
of shares is restricted, to one with no 
limitation in these respects. It also 
involves a substantial cost in legal, 
accounting and underwriting fees, as 
well as considerable time of the 
owner-managers in securing approvals 
from governmental regulatory bodies 
and stock exchanges. In many in- 
stances it has, however, substantial 
advantages. Some of these are: 


1. A large source of medium and 
long term capital is opened up, if 
offerings to the public, through 
underwriters, can be made attrac- 
tive enough. 


2. Once the company is known to the 
public through an issue of shares 
or bonds, succeeding issues be- 
come easier to market (assuming 
there are no adverse changes in 
the company’s affairs). 


3. The owners may wish to dispose 


of part of their interest in order 
to diversify their holdings, or to 
put themselves in a more liquid 
position before they die. Valua- 
tion of an estate is easier where 
there is an established market for 
shares. 


4, Every shareholder is a potential 


customer, especially if the com- 
pany sells consumer products. 
Furthermore, employees have 
more incentive to become share- 
holders where a market exists for 


their investment and, conversely, 
option schemes can be offered to 
key employees as additional re- 
muneration. 


Auditor’s Role in Raising Capital 


Nearly all businesses have auditors 
and all incorporated ones have. The 
auditor can play an important role in 
assisting his client to plan the capital 
needs, whether short term or long. 
He should have the confidence of his 
client to the extent that he will be 
asked to assist in proper planning and 
budgeting before funds are borrowed. 


In addition to the foregoing, the 
auditor can assist in: 


1. Valuing and assessing the eco- 
nomics of acquiring additional 
fixed assets. 


2. Appraising other businesses, usual- 
ly after the client has made the 
preliminary contact, and to advise 
on the merits of acquisition. 


3. Establishing the value of the pres- 
ent business for estate planning 
purposes, or for arranging a sale of 
part of the owner’s interests to 
new owners. 


4, Ensuring that actual results are 
compared with budgets so that im- 
mediate action can be taken if the 
capital raised proves to be in- 
adequate. 


It is sometimes too easy for a busi- 
ness to raise capital. Although most 
lenders require in addition to collater- 
al, budgets and financial statements, 
their preparation may be too general, 
too optimistic, or even inaccurate. 
The auditor should caution the small 
company owner-operator that, by se- 
curing loans, he has taken another 
partner into his business who can 
force him into bankruptcy by taking 
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his collateral, if the terms of the loan 
are not meticulously adhered to. 


Encouraging Smaller Companies 


There are no laws which prevent 
the inept from forming or running a 
business. Eventually, the badly-run 
business will fail. Poor management 
is, by far, the principal cause of bank- 
ruptcy. Additional capital, no matter 
what the cost, is no substitute for 
good management. 


There has been considerable discus- 
sion in recent months of the role of 
industry in creating the necessary op- 
portunities and facilities for training 
our labour force. The demand for 
trained workers is high, while the un- 
employed ranks are filled with the un- 
skilled. A similar condition exists be- 
tween small businesses and capital: 
many small businesses require capital, 
but there is a great deal of capital 


looking for investment. If part of the 
solution to unemployment lies in the 
training of the unskilled segment of 
the labour force, then setting some 
standards of qualification for those 


forming businesses might reduce 
business failures and improve the 
availability of capital. Perhaps ap- 
plications for incorporation and for 
licenses to do business should require 
the applicants to state that they, or 
their managers, have received train- 
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ing in business methods through a 
period of service in an existing com- 
pany, or through certain courses at 
vocational or other schools. Possibly 
the strengthening of the bankruptcy 
laws would reduce the number of 
badly-run businesses. 


Conclusion 

The following are some suggested 

ground rules for those starting in 
business or contemplating expansion 
of an existing business. If these are 
followed, the potential lender-investor 
will be inclined to provide capital: 

1. Prepare an analysis of the market, 
both immediate and long term, to 
determine the potentialities of the 
business. 

. Prepare an operating budget to 
coincide with the above analysis. 

. Maintain adequate financial re- 
cords, so that performance can be 
analyzed and compared with bud- 
gets. 

. Provide evidence of continuity of 
management through enlightened 
personnel policies, such as train- 
ing of employees and delegation 
of management responsibilities. 

. Create a record of honesty and in- 
tegrity by promptly fulfilling every 
requirement of a loan contract, 
and frankly discuss business prob- 
lems with the lender. 
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Management of Working Capital 


FRANK E. H. 


THE PREVAILING LEVEL of interest 
rates, declining profit margins and 
strong domestic and foreign competi- 
tion have focused attention on the 
importance of the management of 
working capital in industrial concerns. 
While the operation of the manufac- 
turing, selling and distributing func- 
tions of a business require a high 
degree of technical skill and business 
judgment, the proper management of 
working capital is equally and some- 
times more vital to the success of the 
undertaking. Many otherwise suc- 
cessful concerns have been wrecked 
through poor financial management. 


Purposes of Working Capital 
Working capital is the term given 
to the excess of current assets over 
current liabilities. Current assets, in 
inverse order of liquidity, comprise 
inventories of raw materials, factory 
supplies, work in process and finished 
goods; receivables resulting from 
sales; receivables arising from other 
sources falling due within one year; 
and cash, consisting of bank deposits 
and readily marketable securities. 
Current liabilities consist of all in- 
debtedness due within one year. It 
should be noted that Accounting Re- 
search Bulletin No. 43 of the Amer- 
ican Institute of Certified Public Ac- 
countants recognizes the departure 


GATES, C.A. 


from a strict, one-year interpretation 
of either current assets or current 
liabilities in favour of using as a 
criterion the operating cycle of a busi- 
ness when it is longer than one year. 
When an _ industrial concern is 
launched, sufficient capital must be 
introduced to provide for: 


1. The purchase of capital assets 
(land, buildings, machinery and 
equipment, etc.). 

2. A working capital fund to provide 
for disbursements for wages, sal- 
aries, expenses and purchases of 
materials pending the inflow of 
cash from sales and an adequate 
floating cash balance. 

The size of the working capital fund 
required varies with each enterprise 
and depends on the following factors: 
1. Volume of business. 

2. Rate of turn-over of inventories 
and receivables. 

3. Suppliers’ credit terms. 

4, Availability and anticipated use of 
bank credit. 

5. Length of starting-up period, de- 
pending upon the processes in- 
volved in the various stages of 
manufacture. 

6. Unprofitable operations during de- 
velopment period when the volume 
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of business is below the break-even 

point. 

Careful planning at this stage is 
essential in order to avoid jeopardiz- 
ing the continuance and proper de- 
velopment of the business through 
failure to provide sufficient working 
capital. 


Cash-Flow Budget 

From the outset and throughout the 
life of an enterprise the best way to 
estimate working capital requirements 
is to prepare monthly or weekly a 
cash-flow budget by periods (months 
or weeks) for the succeeding 12 
months, in addition to the usual oper- 
ating budget. Also, a long-range pro- 
jection of cash flow prepared on some- 
what broader lines should cover a 
period of several years and be revised 
periodically. 

The mere preparation of a cash-flow 
budget in addition to an operating 
budget ensures that all segments of 
the organization are made aware of 
the financial implications involved in 
any decision relating to the operation 
of the business. A cash-flow budget 
involves the following: 

1. Estimating collections from bud- 
geted sales, having regard to the 
credit terms offered. It is axiomatic 
that a reliable sales forecast is the 
key to effective budgeting. It is 
often desirable to make market 
surveys to determine potential de- 
mand, seasonal fluctuations and 
geographical distribution in order 
to assist management to reach an 
informed opinion on projected 
sales volume and to determine 
which policies and procedures will 
attain the maximum business pos- 
sible for the enterprise. 

Estimating, from the budgeted 
production figures, expenditures 
for raw materials, in relation to 
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the timing of purchases and sup- 
pliers’ credit terms. The timing 
of purchases will not always be 
related to the operating cycle. In 
some cases raw materials must be 
purchased when available and 
stock-piled for production when 
they cannot be obtained. An 
efficient cycle of operations is an 
essential requirement of any busi- 
ness in order to maintain a bal- 
anced relationship between sales, 
production and inventories. This is 
one of the most fruitful areas for 
effecting savings by applying scien- 
tific techniques as a guide to good 
management. 


Converting manufacturing costs 
and selling, distributing, adminis- 
trative and financial expenses in- 
cluded in the operating budget to 
a cash basis, with regard to the 
timing of the disbursements re- 
quired. 

Estimating expenditures for re- 
placement and expansion of fixed 
assets. This involves the prepara- 
tion of a budget of capital expen- 
ditures for additions to and re- 
placement of plant and equipment 
for the periods covered in the 
short-range and long-range cash- 
flow budgets. Each project should 
be listed and the estimated dis- 
bursements spread over the fore- 
cast period. The cooperation of all 
levels of management is required 
for a reliable capital expenditure 
budget. In order to conserve work- 
ing capital many concerns have 
entered into long-term lease ar- 
rangements. 

Noting contemplated increases in 
capital in the form of long-term 
debt or share capital. 

Taking account of contractual ob- 
ligations for the retirement of long- 
term debt in conformity with sink- 
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MANAGEMENT OF WORKING CAPITAL 


ing fund or redemption provisions 
in trust deeds. 

7. Studying contemplated  invest- 
ments in or advances to subsidiary 
or associated companies. 

8. Having regard to dividend require- 
ments and policy. Dividends 
should be provided for in accord- 
ance with fixed dividend require- 
ments and with the dividend policy 
established by the board of di- 
rectors. It is common practice to 
retain a substantial proportion of 
earnings to finance the growth of 
the business. This results in an 
accumulation of working capital 
and reduces the necessity for rais- 
ing capital by means of long-term 
debt or equity financing. How- 
ever, management should always 
be alert to take advantage of 
opportunities to raise needed cap- 
ital by means of debt or equity 
financing whenever market condi- 
tions are favourable. 


Apart from raising additional cap- 
ital through the sale of shares or by 
incurring long-term indebtedness, 
working capital can only be increased 
through earnings (before deprecia- 
tion) or sales of non-current assets. 
Conversely, working capital is reduced 
by business losses and investments in 
non-current assets. 


Effective Uses of Working Capital 

As implied by its designation, work- 
ing capital must be made to work 
effectively. 

Accumulations of cash which may 
occur from time to time should be an- 
ticipated by means of the cash-flow 
budget and arrangements made for 
suitable short-term investments which 
will give the greatest yield consistent 
with security and the term of the in- 
vestment. Many forms of short-term 
investments are now available, and 
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their proper use for the employment 
of temporarily surplus funds will en- 
sure a fair return with adequate se- 
curity until the funds are needed in 
the business. It should be remem- 
bered that a reasonable amount of 
liquidity at all times is desirable in 
order to provide management with 
greater flexibility in carrying out its 
short and long-range policies. An 
adequate supply of liquid working 
capital enables management to take 
advantage of favourable situations, 
which may arise from time to time, to 
increase sales and production, make 
advantageous purchases of raw ma- 
terials and increase plant capacity to 
provide for expansion of business and 
new products. Management may also 
be enabled to make timely purchases 
of improved machinery to replace ob- 
solescent plant in order to increase 
efficiency and reduce or stabilize man- 
ufacturing costs. It can perhaps carry 
out a well-planned program of re- 
search and development, develop new 
markets, and acquire land for future 
development. 


Inventories should be kept at a 
minimum consistent with maintaining 
a properly balanced flow of raw ma- 
terials, supplies and finished goods to 
meet the requirements of customers. 
In the case of raw materials and sup- 
plies, careful studies should be made 
to determine the most economical pro- 
curement procedures. It can be very 
costly to accumulate inventories of 
materials and supplies beyond the 
quantities required to safeguard the 
continuous flow of goods of produc- 
tion. 


In the case of finished goods, pro- 
duction should be controlled in rela- 
tion to customers’ requirements in 
order to avoid over-production and 
consequent excessive inventories or 
under-production resulting in inability 
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to make deliveries to meet customers’ 
requirements. Proper procedures 
should be established for the timely 
and orderly liquidation of slow-mov- 
ing and obsolescent goods. 

With respect to accounts receivable, 
it is essential that careful control be 
exercised over credit rating, credit 
terms and collections in order to pro- 
vide the maximum cash flow and re- 
duce the risk of past due accounts 
and possible bad debts. 

One means of conserving working 
capital which should not be over- 
looked is to take full advantage of op- 
portunities to minimize income taxes, 
particularly through the proper use of 
capital cost allowances and the carry- 
ing-back or forward of losses. 


Importance to Business Health 


The importance of working capital 
in any industrial concern cannot be 
over-stressed. The existence of an 
adequate supply, carefully adminis- 
tered, can make all the difference be- 
tween the success or failure of an 
enterprise. Even in a well-established 
business with a long history of suc- 
cessful operation, careful attention to 
the management of working capital 
can result in greater profitability. 


In brief, the effective management 
of working capital calls for careful 
short-range and long-range cash flow 
budgeting based on sound operating 
budgets, regular comparison of actual 
cash flow with budgeted cash flow, 
with appropriate explanations of diff- 
erences, and careful control of credit 
and collections. It also calls for judi- 
cious handling of funds not otherwise 


THE CANADIAN CHARTERED ACCOUNTANT, NOVEMBER, 1961 


employed and proper use of bank ad- | 
vances to finance seasonal require- 
ments or business expansion, in order 
to minimize the working capital fund. 


Scientific techniques should be ap- 
plied as an aid to accurate budgeting, 
maintaining a balance between pro- 
duction, sales and inventories, and 
achieving the maximum economy in 
the procurement of materials, supplies 
and services. 

The reporting of the results of the 
management of working capital is best 
accomplished by means of a statement 
of source and application of funds. 
Such a statement should be prepared 
at least monthly and show figures for 
the current period and the year to 
date compared with the projected re- 
sults indicated by the cash flow and 
operating budgets. Appropriate ex- 
planations of variations should be 
given. The commendable practice of 
including a statement of source and 
application of funds in the annual re- 
port to shareholders is slowly being 
more widely adopted. 


A Challenge to Management 

The management of working capital 
is not a simple operation. It presents 
a stimulating challenge in that it re- 
quires constant attention, the exercise 
of skill and judgment, a thorough 
knowledge of the business, an aware- 
ness of economic trends and familiar- 
ity with the money market. As the 
degree of effectiveness with which it is 
performed affects future as well as 
current results, no industrial concern 
should fail to appreciate the vital im- 
portance of this aspect of its adminis- 
tration. 
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Accounting for Contractors 


PHILLIP P. ASPINALL, C.A. 





A CONTRACTOR Is engaged in a type of 
business which is quite different from 
most trading and manufacturing com- 
panies. He is usually dealing di- 
rectly with a specific customer and 
has agreed to perform certain services 
on a pre-determined basis of remun- 
eration. His business tends to be con- 
ducted under pressure at a rapid 
pace, and the scope of his operations 
encompasses such varied functions as 
tendering bids on contracts, entering 
into contracts, employing labour, pur- 
chasing materials, hiring equipment, 
etc. on several jobs simultaneously. 
The details of the work to be per- 
formed by the contractor are set forth 
in a formal contract and are frequent- 
ly altered by certain agreed-upon 
changes (commonly known as “ex- 
tras”) as the work progresses. The 
general contractor may not perform 
all the work himself but may sub- 
contract certain specific phases of it 
to a number of other contractors. As 
a result of this rather unusual man- 
ner of carrying on business, it is ne- 
cessary for the general contractor to 
adopt an accounting system which is 
in keeping with his requirements. He 
should keep separate accounts for 
each individual contract in order (a) 
to determine separately the operating 
profit on each contract, and (b) to 


measure the efficiency of the opera- 
tions by comparing the cost of each 
contract with the original estimates. 

While many expenses can be relat- 
ed directly to a specific contract, some 
must be prorated to various contracts. 
Classifications of these expenses are: 
(1) estimating, (2) engineering, (3) 
yard operations, (4) accounting and 
finance, and (5) executive functions. 

Where a substantial quantity of 
equipment is owned by a contractor, 
it may be desirable to group the costs 
of this equipment and its mainten- 
ance in a separate divison and to 
charge each contract on a time basis 
for its use. This would provide a 
measure of utilization of the various 
types of equipment. In many in- 
stances it is advisable to form a sep- 
arate leasing company which would 
own all the equipment and rent it to 
the contractor company on the basis 
of competitive unit rates. A measure 
of the efficiency of operations of both 
the contracting and leasing concerns 
is thereby readily available. This ar- 
rangement also facilitates decisions as 
to investing additional capital in new 
equipment since such factors as pres- 
ent equipment utilization, alterna- 
tive competitive opportunities, return 
on investment in proposed additions, 
etc. are more apparent. 
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Control 

As in any other type of business, it 
is essential that an accounting system 
be devised which will give manage- 
ment an effective tool for controlling 
operations. Since each contract is a 
different undertaking, its own detailed 
costs and revenues should be main- 
tained. This should be accomplished 
with a minimum of clerical work and 
still yield results which are sufficient- 
ly accurate for the making of sound 
business decisions. While the amount 
of detail for each contract will vary 
from one company to another, it is 
desirable to have at least the fol- 
lowing general analysis of costs: (1) 
material, (2) labour, (3) subcon- 
tractors, (4) use or rental of equip- 
ment, (5) profit earned to date. 


It is also important to have addi- 
tional breakdowns of costs divided by 
the various phases of the contract, i.e. 
excavation, form work, brick work, 
electrical, etc. Only when accurate 
costs are maintained in such detail 
can management determine whether 
the original estimates were correct 
and control the work as it progresses 
from one stage to another. It follows 
that the usual controls over purchases 
of material, preparation of payrolls, 
etc. will be exercised by the account- 
ing department as in any other busi- 
ness. 


One special control problem relat- 
ing to field payrolls is encountered 
in many contracting concerns. Usual- 
ly the greater part of the contractor's 
employees are engaged in work on 
the job site and do not have frequent, 
if any, direct contact with home of- 
fice. In developing an accounting 
system and controls, due regard 
should be given to the problems of 
“payroll padding” and an accurate 
distribution of labour cost by jobs. 
Frequent errors in contract costing 


will occur unless there is adequate 
supervision at the job site. 

Another special feature of the con- 
tractor’s business is the preparation of 
the estimate which represents the 
price to be tendered in making the 
bid for a contract. Poor estimating 
is responsible for more failures among 
contractors than any other cause, and 
the rate of business failures in this 
industry is very high. If estimates 
are too high, the contractor will be 
unsuccessful in his bid; if too low, he 
will probably either “lose his shirt” 
in fulfilling his contract obligations or 
else seek areas to skimp on his work 
and thereby risk injuring his reputa- 
tion. The need for accurate estimates 
cannot be over-emphasized. 


Determination of Profit 

It is a relatively simple matter to 
determine the profit earned on a con- 
tract if one waits until the contract is 
completed and deducts the total costs 
from the total revenue. However, 
much of the work performed by the 
general contractors involves projects 
which require several years to com- 
plete. It follows that sound account- 
ing requires some honest attempt to 
determine the profit to date on all 
contracts, including not only those 
which have been completed but also 
those in process at the time of pre- 
paration of periodic financial state- 
ments. Occasions do arise when, be- 
cause of the complete lack of reason- 
ably accurate estimates, the determi- 
nation of profits must await the com- 
pletion of contracts then in process. 

The determination of the profit 
earned on uncompleted contracts is 
complicated by the fact that there 
are many different types of contracts. 
Where the contractor is being com- 
pensated on a cost-plus-percentage or 
cost-plus-fee basis, the proportion of 
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ACCOUNTING FOR CONTRACTORS 


the profit earned can readily be de- 
termined once it has been established 
what “cost” comprises. Presumably 
the proportion of any fee earned to 
date is in direct relationship to the 
estimated overall costs of the con- 
tract which had been incurred and 
billed to date. It is important that 
there be agreement between the con- 
tractor and his customer before sign- 
ing as to what expenses may be in- 
cluded in “cost”. Particular attention 
should be given to the treatment of 
overhead items. For contracts under- 
taken with the Department of De- 
fence Production for Canada, specific 
items of cost are enumerated in cir- 
cular DDP 31. 


However, where the contracts are 
based on unit cost, lump-sum pay- 
ments, cost-plus-fee with upset prices 
or cost-plus-fee with a sharing of sav- 
ings, it is sometimes quite difficult to 
estimate with any degree of accuracy 
the portion of profit earned to any 
given date. Under a cost-plus-fee 
with upset price contract, the contrac- 
tor is reimbursed on the basis of his 
actual costs together with a perform- 
ance fee. There is an additional stip- 
ulation in the contract concerning the 
guaranteed (upset) price. The con- 
tractor’s fee is reduced to the extent 
that the contract costs (including the 
agreed performance fee) exceed the 
upset price. 


A number of different arguments 
have been advanced for using one 
method or another in determining this 
most elusive profit figure. However, 
the one method which seems to have 
stood the test of time better than any 
other is the percentage-of-completion 
method. This means simply that the 
costs incurred to date are expressed 
as a percentage of the total costs of 
the contract, and this percentage is 
applied to the estimated overall profit. 
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This method should be applied re- 
gardless of the arrangements for fi- 
nancing the contract made between 
customer and contractor, and it is not 
influenced by the amounts of progress 
billings which have been rendered to 
date. 


Consistency Necessary 

It should be emphasized at this 
point that although the selection of 
one or other method of computing the 
profit earned on uncompleted con- 
tracts cannot affect the total profit 
earned on these contracts in the long 
run, the initial selection may have a 
marked effect on the operations of 
any one period. Accordingly, consist- 
ency in the application of the selected 
method is of first importance. The 
initial selection of the basis of profit 
determination is also important, but 
often the type of contract being 
entered into will suggest an equitable 
method which has evolved in that in- 
dustry generally. 


Bulletin No. 45, issued in 1955 by 
the Committee on Accounting Pro- 
cedure of the American Institute of 
Certified Public Accountants, recog- 
nized that the completed-contract and 
percentage - of - completion methods 
were commonly followed by contrac- 
tors. With reference to the applica- 
tion of the percentage-of-completion 
method, that committee recommended 
that “the recognized income be that 
percentage of estimated total income 
either: 


(a) that incurred costs to date bear 
to estimated total costs after giv- 
ing effect to estimates of costs to 
complete based upon most recent 
information, or 

(b) that may be indicated by such 
other measure of progress toward 
completion as may be appropri- 
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ate having due regard to work 
performed.” 

It follows that the adoption of the 
percentage-of-completion method re- 
quires the recognization of all losses 
in full when current estimates of total 
contract costs indicate an excess of 
costs over revenue. Similarly, although 
no income is accrued under the com- 
pleted-contract basis prior to substan- 
tial completion, conservatism decrees 
that provision should be made for 
expected losses. 

The committee concluded that “in 
general when estimates of costs to 
complete and extent of progress to- 
ward completion of long-term con- 
tracts are reasonably dependable, the 
percentage-of-completion method is 
preferable”. To date no specific bul- 
letin on this subject has been develop- 
ed by the Canadian Institute of Char- 
tered Accountants, although contracts 
of this nature are encountered in 
many important audit engagements. 

The determination of the estimated 
stage of completion is often easier 
said than done, and there is no argu- 
ing the fact that a great deal of con- 
scientious work is required of respon- 
sible officials of a contracting concern 
in order to arrive at a realistic profit 
figure for uncompleted work. It may 
be that different methods of determin- 
ing profit can be used in special cir- 
cumstances, but this should be the 
exception rather than the general rule. 


Income Tax 


It is impossible to discuss account- 
ing for contractors without raising the 
spectre of the impact of income tax. 
The taxation authorities are naturally 
interested in seeing that there shall be 
no deferment of profits in computing 
a taxpayer's income for any given 
year, and have generally insisted that 
some profit be taken up on lump-sum 


contracts which require more than 
two years to complete. The recent 
judgment of the Exchequer Court of 
Canada in the case of Wilson & Wil- 
son Ltd. v. M.N.R. caused consider- 
able alarm and uneasiness in the con- 
struction industry. In his judgment 
Mr. Justice Cameron held that the 
progress payments and billings and 
related costs to date should be the 
basis for profit determination. By 
permitting the deduction of all costs 
the problem of profit determination 
on specific contracts was removed. 

However, this judgment seems to 
contravene all the previously accept- 
ed accounting principles for profit 
measurement on such contracts. The 
statement that expenses do not have 
to be linked to income to be deduct- 
ible but that it is sufficient to show 
that they are made for the purpose of 
gaining or producing income from a 
business will certainly invite many 
undesirable practices. If the con- 
tractor is faced with the prospect of 
being assessed on the basis applied in 
this case, then a serious loophole 
exists. For example, materials deliver- 
ed to a jobsite but not embodied in 
the contract apparently do not need 
to be inventoried, but may be deduct- 
ed from progress billings in the cur- 
rent period in arriving at taxable in- 
come. It is perhaps early to speculate 
on the effects of this case, but it will 
be unfortunate if the judgment ren- 
dered has the effect of opening an- 
other gap between good accounting 
and tax practice. It will certainly 
come as small comfort to the already 
harassed businessman. Notwithstand- 
ing the outcome of this case, it is 
understood that the Department of 
National Revenue will recognize the 
completed-contract method on short- 
term contracts. 

In the more recent case of M.N.R. 
v. John Colford Contracting Co. Ltd. 
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(60 D.T.C. 1131), heard before the 
Exchequer Court of Canada in June 
1960, it was held that progress pay- 
ments received or receivable consti- 
tute income of the contractor during 
the year when they became receiv- 
able. The court further held that 
holdbacks which were dependent 
upon the issuance of a certificate of 
satisfactory performance would not 
normally constitute income until such 
time as the certificate was issued. It 
will be interesting to see whether the 
judgment in the foregoing cases will 
lead to a significant change in assess- 
ing practices of the Department 
and what form the contractor’s re- 
sponse might take to such a change 
in practice. 


Conclusion 

It may be said in conclusion that 
if the accounts of a contractor show 
nothing else, they should at a min- 
imum indicate the actual cost of per- 
forming each individual contract and 
the revenue applicable thereto. For 
purposes of control it is most desir- 
able that the cost components be fur- 
ther broken down by stages of work 
performed and that these costs be 
compared with budgets or estimates 
and the necessary corrective steps 
taken. The contractor's financial 
statement fairly presents the position 
of the company only if some attempt 
is made to ascertain the profit or loss 
on uncompleted contracts as of the 
date of the financial statements. 


Must Adjust to Automation 


We are reaching, or have already reached, a crossroads at which 
point auditors must decide to plan their activities in a manner that 
will be of greatest benefit to their clients and their companies. With- 
out any fundamental change in concepts, objectives or standards, the 
auditor's procedures and techniques will have to be tailored to maxi- 


mize the efficiency of new data-processing tools. We cannot af- 
ford to stand still. The inexorable logic of the age of automated 
production, as well as of automated information processing, demands 
that we proceed with the job of implementation as soon as possible. 


Nor is it possible to assume that the job is one that can be done 
once and then forgotten. More change is to be expected. The speed 
of data movement and calculation has increased enormously. Some 
changes will make no difference to the auditor, others will. It should 
be evident that a considerable job of education is required for the 
auditor to be able to decide intelligently just which changes will af- 
fect his work, and thus be able to adapt and adjust in a flexible 


manner. 
— Richard S. Woods, “The Development of Auditing 
Standards and Techniques for EDP Systems”, 
N.A.A. Bulletin, September, 1961. 





Tue New AMERICAN RESEARCH 
ORGANIZATION 


The recent complete reorganization 
of the research functions of the 
American Institute of Certified Pub- 
lic Accountants has been followed 
with great interest by Canadian ac- 
countants. It has, therefore, been 
suggested that a brief outline of the 
new arrangements in this department 
will be of interest to those who have 
not had an opportunity to study the 
American changes in any detail. 


In the past, the research pro- 
gramme of the American Institute of 
Certified Public Accountants has been 
carried on by the Committee on Ac- 
counting Procedure, assisted by the 
research staff of the Institute. The 
principal function of the committee 
has been the consideration of various 
accounting problems, and the issue 
of accounting research bulletins to 
express its views on these subjects. 
These accounting research bulletins, 
which are well known to most Cana- 
dian practitioners, have helped to 
clarify and standardize accounting 
practice in a wide variety of problem 
areas. 

It was felt, however, that the 
existing arrangements, although ef- 
fective in dealing with specific prob- 
lems as they arose, were not con- 
tributing to the development of 
basic research on underlying prob- 
lems. A special committee was, there- 
fore, appointed several years ago to 
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review the whole question of account- 
ing research, and to make recom- 
mendations regarding the way in 
which these matters should be han- 
dled in future. This committee re- 
ported in September, 1958, and its re- 
port was adopted, with minor varia- 
tions, by the Council of the American 
Institute in April, 1959. The new or- 
ganization was put into effect in Sep- 
tember, 1959. 


Basic Considerations 
At the beginning of its report, the 
committee set out some basic con- 
siderations which underlay its think- 
ing on the matters before it, together 
with its views as to the objectives of 
the Institute in the area of research. 
These considerations were considered 
sufficiently relevant and informative 
by the Council to warrant re-publica- 
tion in its formal release on the pro- 
gramme. The comments seem to be 
of sufficiently general application to 
warrant careful consideration by Can- 
adian practitioners concerned about 
the future of accounting theory. As 
quoted in the Council's report, these 
basic considerations are as follows: 
“The general purpose of the In- 
stitute in the field of financial ac- 
counting should be to advance the 
written expression of what consti- 
tutes generally accepted account- 
ing principles, for the guidance of 
its members and of others. This 
means something more than a sur- 
vey of existing practice. It means 
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continuing effort to determine ap- 
propriate practice and to narrow 
the areas of difference and incon- 
sistency in practice. In accomplish- 
ing this, reliance should be placed 
on persuasion rather than on com- 
pulsion. The Institute, however, 
can, and should, take definite 
steps to lead in the thinking on un- 
settled and controversial issues. 


“The broad problem of financial 
accounting should be visualized as 
requiring attention at four levels: 
first, postulates; second, principles; 
third, rules or other guides for the 
application of principles in specific 
situations; and fourth, research. 

“Postulates are few in number 
and are the basic assumptions on 
which principles rest. They neces- 
sarily are derived from the eco- 
nomic and political environment 
and from the modes of thought 
and customs of all segments of the 
business community. The profes- 
sion, however, should make clear 
its understanding and interpreta- 
tion of what they are, to provide a 
meaningful foundation for the for- 
mulation of principles and the de- 
velopment of rules or other guides 
for the application of principles in 
specific situations. Also, the Insti- 
tute should encourage cooperative 
study with other representative 
groups to determine that its under- 
standing and interpretation of the 
postulates are valid, and provide 
a forum which will command suf- 
ficient respect to bring about a 
change in the postulates when any 
of them become outmoded. 

“A fairly broad set of coordinat- 
ed accounting principles should be 
formulated on the basis of the pos- 
tulates. The statement on this prob- 
ably should be similar in scope to 
the statements on accounting and 


493 


reporting standards issued by the 
American Accounting Association. 
The principles, together with the 
postulates should serve as a frame- 
work of reference for the solution 
of detailed problems. 


“Rules or other guides for the ap- 
plication of accounting principles 
in specific situations, then, should 
be developed in relation to the 
postulates and principles previous- 
ly expressed. Statements of these 
probably should be comparable as 
to subject matter with the present 
accounting research bulletins. They 
should have reasonable flexibility. 


“Adequate accounting research is 
necessary in all of the foregoing. 
Pronouncements on _ accounting 
matters should be based on 
thoroughgoing, independent study 
of the matters in question, during 
which consideration is given to all 
points of view. For this, an ade- 
quate staff is necessary to carry 
out detailed investigations, evalu- 
ate data, formulate conclusions, 
and draft reports setting forth re- 
sults. Research reports or studies 
should be carefully reasoned and 
fully documented. They should 
have wide exposure to both the 
profession and the public. This is 
an effective way to stimulate and 
crystallize thinking on accounting 
matters. 

“Initial attention, perhaps prim- 
ary attention, should be given to 
the accounting problems in connec- 
tion with the published financial 
statements of industrial and com- 
mercial corporations, including 
those subject to regulatory author- 
ity. But, in the long run, attention 
should not be confined to them. 
Equally important accounting 
problems exist in connection with 
the financial statements of small 
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businesses, partnerships, individual 
proprietorships, associations, insti- 
tutions, governmental bodies, and 
the like. 


“Thought should be given at the 
beginning, and from time to time 
thereafter, to the forward planning 
of the accounting research pro- 
gram and related activities, to the 
end that accounting procedures are 
evolved on a coherent and consist- 
ent basis and pronouncements are 
made in an orderly and timely 
manner. 


“The accounting research pro- 
gram should be one of the most 
important activities of the Institute. 
The work merits the attention of 
the Institute’s ablest members. 


“The closest cooperation of 
others concerned with the results 
of this work should be enlisted. 


That of industry is especially im- 


portant. That of governmental 
agencies, stock exchanges, and other 
professions is necessary also. Prob- 
ably this cooperation can be ef- 
fected best in connection with 
specific projects. It may be re- 
ceived not only from organized 
groups such as trade associations, 
regulatory commissions, and pro- 
fessional bodies, but also from in- 
dividual corporations, firms, and 
persons. Of course, other account- 
ing organizations — the various na- 
tional and state associations and 
societies — should be kept in close 
touch with the work and should be 
given every opportunity to present 
their views on matters under con- 
sideration.” 


This statement of the objects of the 
research programme has been accept- 
ed by the American Institute and the 
re-organization has been planned in 
order to achieve these ends. 
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The Reorganization 


To carry out the recommended pro- 
gramme with its changed emphasis, 
the former committee on accounting 
procedures has been abolished and 
replaced by a new “Accounting Prin- 
ciples Board”, and the director of re- 
search and his staff have been re- 
placed by a Director of Accounting 
Research in charge of a Research Di- 
vision. The changes in functions of 
the two groups and in the relation- 
ships between them, however, involve 
far more profound changes than a 
mere change of name. The most sig- 
nificant change is the granting of al- 
most complete independence to the 
research division in the direction of 
the research programme, and in the 
publication of results, although other 
changes in the composition of the 
board and in the financial arrange- 
ments are also significant. It seems 
clear, from the way in which things 
have been set up, that the primary 
object has been to foster research and 
to be sure that no obstacles are 
placed in the way of independent and 
original work by the research staff. 


Proposed Publications 


It is intended that the principal 
products of the new organization will 
be a series of “accounting research 
studies” and a series of statements on 
“generally accepted accounting prin- 
ciples.” 


Accounting research studies will be 
prepared and issued by the account- 
ing research division under the su- 
pervision of the director. They are 
to be issued in the names of the 
director, and those associated with 
him in that particular research pro- 
ject. They are to be in the form of 
pamphlets or monographs presenting 
a detailed, documented report of the 
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work on a research project. The 
arguments on both sides of contro- 
versial points will be given and, 
where possible, they are to include 
conclusions and recommendations. 
Accounting research studies are in- 
tended to provide the accounting pro- 
fession and the public with a reason- 
ably complete documentation of ac- 
counting problems, and to indicate 
logical solutions for them in terms of 
basic postulates and principles. 


After publication, they will be sub- 
mitted to, and considered by, the Ac- 
counting Principles Board. They will 
not be approved by the board and, 
in fact, a specific disclaimer of re- 
sponsibility will be inserted in each 
study to emphasize the fact that the 
opinions expressed reflect the views 
of the authors, and not that of the 
board. The board may issue a dis- 
sent in respect of any study if it dis- 
agrees with the conclusions and re- 
commendations. 


This arrangement is expected to en- 
sure that the research staff has com- 
plete freedom of action and expres- 
sion, and that a full and complete re- 
view of unsettled and controversial 
matters is made available for consid- 
eration and discussion by the account- 
ing profession and the general public 
before firm opinions are issued. 


The other principal means of com- 
municating opinions on accounting 
research matters will be the “state- 
ments on generally accepted account- 
ing principles,” to be issued by the 
Accounting Principles Board. These 
will, in a sense, supersede the ac- 
counting research bulletins, although 
they are apparently expected to deal 
with more basic and general ques- 
tions. Normally, these statements will 
be based on previously issued re- 
search studies. The board will, how- 
ever, be able to issue pronouncements 
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on subjects which have not been 
dealt with in research studies. 


Other Publications 

In addition to the two main series 
of publications, provision is made for 
a series of interpretive rulings. These 
will be issued if a query concerning 
the interpretation or application of 
the board’s pronouncements is con- 
sidered to be sufficiently out of the 
ordinary to warrant such treatment. 
Routine inquiries of this nature will 
be dealt with by the director, and 
his staff, without reference to the 
board. 


The director is also required to is- 
sue announcements of research pro- 
jects from time to time. These will 
point out that the accounting research 
division is studying, or is about to 
study, a particular matter, and will 
invite comment from interested par- 
ties. 


Other Arrangements 


The general planning of the re- 
search programme is to be done by 
the chairman of the board and the 
director, with the board itself having 
the final authority in case of disagree- 
ment. 

Once the general outlines of the re- 
search programme have been decided 
upon, the director's authority in 
carrying out the programme is almost 
unrestricted. He has complete charge 
and direction of the actual research 
work, as well as the authority to pub- 
lish results. A Project Advisory Com- 
mittee is, however, to be appointed 
in respect of each research project. 
Appointments are made by the direc- 
tor, but subject to the approval of 
the chairman of the board. These 
advisory committees are to consist of 
members of the board, other Institute 
members interested in the problem, 
and individuals with suitable qualifi- 
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cations and experience. The advis- 
ory committees are to be available for 
consultation and discussion, to sug- 
gest sources of information and to re- 
view the draft and report and advise 
as to its suitability for publication as 
a research study. ‘he director is not 
subject to the committee’s control, but 
he is expected to “rely heavily” on 
the views of the advisory committee 
as to the suitability for reports for 
publication. 


Another restriction on the activities 
of the director is provided by the 
Fiscal Committee. This committee, 
consisting of the chairman and three 
other members of the Accounting 
Principles Board, is responsible for 
the supervision of the fiscal adminis- 
tration of the accounting research 
programme. Since this supervision in- 
cludes the authority to make recom- 
mendations to the Institute Budget 
Committee, and to review adherence 
to the budget, this sub-committee of 
the board would seem to have the 
final authority, from a practical point 
of view, over the research programme. 
The fiscal committee also recommends 
the appointment of the director in the 
first instance. 


Present Situation 

The Accounting Principles Board 
was appointed to assume its responsi- 
bilities as of September, 1959. The 
position of director of accounting re- 
search has been filled by the appoint- 
ment of Maurice Moonitz, formerly 
a professor at the University of Cali- 
fornia at Berkley. 

No accounting research studies or 
statements on accounting principles 
have, as yet, been issued. The first 
announcement of research projects 


was, however, issued on March l, 
1960. This reviewed the history of 
the research organization, and listed 
projects on which research was being 
carried on. These were: 

(1) Basic postulates and broad 
principles of accounting; 

(2) Accounting for income taxes 
(with special emphasis on income tax 
allocation ) ; 

(3) Accounting for leases (es- 
pecially long-term leases used as a 
means of financing); 

(4) Business combinations; and 

(5) Non-profit organizations. 

As these topics are of urgent con- 
cern to Canadian accountants, the 
outcome of these studies will be 
awaited with great interest in this 


country. 


General 

It seems clear that the American 
Institute has decided to take a new 
look at accounting problems and to 
revise completely its approach to re- 
search. The emphasis on basic post- 
ulates and principles as the first and 
basic concern, and the decision to 
abandon the traditional piece-meal 
attack on secondary problems, reflects 
the realization that further progress 
in accounting theory and practice re- 
quires a complete return to first prin- 
ciples. As has been pointed out in 
this department on a number of oc- 
casions, accounting in Canada and 
elsewhere, has reached a point where 
little further progress seems possible 
along the pragmatic and superficial 
lines which have been followed in the 
past. The results of the new ap- 
proach to Research in the United 
States will, therefore, be followed 
with great interest by Canadian 
practitioners. 
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PARTNERSHIP AGREEMENTS 

In view of the many advantages 
of practising public accounting, in 
partnership rather than alone, the use 
of partnership agreements in the pro- 
fession is wide-spread. A thorough 
approach to the preparation of part- 
nership agreement is recommended. 
In the event of any disagreement 
among the partners, or upon dissolu- 
tion of the partnership, a well-drawn 
agreement is invaluable. Complete- 
ness should help to avoid misunder- 
standings in areas of potential con- 
flict by clarifying as many points as 
practicable. 

A common procedure when prepar- 
ing an agreement is to refer to some 
reference material and, from this, to 
prepare a list of points to be covered 
by the agreement. Of course, the 
preparation of the agreement should 
be left to a solicitor. The C.P.A. 
Handbook, published in 1952, has an 
entire chapter on accountants’ part- 
nership agreements. The more re- 
cent Economics of Accounting Prac- 
tice Bulletins, issued by the American 
Institute of Certified Public Account- 
ants, deals with selection and admis- 
sion of new partners in Bulletin No. 
7, published in 1959. 

The small firm of two or three part- 
ners, who are approaching the matter 
of a detailed agreement for the first 
time, may find it difficult to prepare 
a comprehensive agreement. Many 
practitioners do not have the time 
necessary for research and study into 





this matter. For this reason, I pro- 
pose to publish in this column a 
specimen of an actual agreement. 
This is not intended as a model. How- 
ever, perhaps it can be used as a 
starting point and as a basis for dis- 
cussion. This specimen could also 
be compared with your existing 
agreement. 

In order to make the specimen 
useful as a draft it has been quoted 
at length. Paragraphs dealing with 
special situations peculiar to the part- 
nership concerned have been omit- 
ted. Naturally it is necessary to add 
paragraphs to cover any special situ- 
ations peculiar to a given partner- 
ship. The agreement illustrated is for 
three partners of equal standing. 


Specimen of Partnership 

Following the excerpts are com- 
ments on matters of special interest 
or controversy. Of course, every 
agreement has to be tailored to the 
individual circumstances and wishes 
of the partners. 


Index 
General — Preamble, date, name, 
location. 


Definitions — Client, total fees, 
chargeable hours, recoverable ex- 
penses. 

Capital — Amount 
withdrawals, accounts. 

Banking — Bank, handling of 
monies. 


required, 
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Restriction on Partners’ Activities 
—Borrowing, dealings, firm effects, 
personal debts, endorsing notes, re- 
ports, questionable business, con- 
sent required, independence, sale 
of interest, other partnerships. 


Financial Matters — Current ac- 
counts, profits and losses, interim 
distribution, fiscal year end, part- 
ners’ salaries, drawings, bonus, ex- 
penses, interest. 


Partners Contributions—Personal 
effort, leave of absence, incapaci- 
tation, accounting after incapacita- 
tion, management, partners’ pow- 
ers. 


Dissolution — Terms of dissolu- 
tion, adjustments to commissions, 
death of survivors, sale by survivor. 


Death — Accounting after death, 
payment to estate, use of name. 

Retirement — Condition of re- 
tirement, commissions to retired 
partner, restrictions on retiring 
partner, damages. 


Withdrawal — Notice for with- 
drawal, allocation of clients, option 
to purchase, disposition of assets. 

General — Goodwill, heirs, arbi- 
tration, former agreement. 


Signatures 
Schedules — Profits and losses, 
salaries, drawings, expenses. 


THis MEMORANDUM made in tripli- 
cate this ................ day of .... 
DP ise BETWEEN 
ence ees of the City of .. 
in the County of , Chartered 
Accountant 
OF THE FIRST PART 
and 
. Chartered Accountant 
OF THE SECOND PART 


Chartered Accountant 
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OF THE THIRD PART 


The said sokesits PMR sess cits 
and . hereby MUTUALLY 
COVENANT AND AGREE to become 
and be partners in the practice of 
public accountancy upon and _ sub- 
ject to the terms, conditions and 
stipulations expressed in the following 
articles, that is to say: 


1. The partnership shall commence 
on the first day of ...............19.. 
and continue until it is terminated as 
herein provided. 


2. The firm name and style of the 
partnership shall be .......... ra ae 
no party shall enter into any engage- 
ment on behalf of the partnership 
except in the said name. 


3. The business shall be carried on 
and the principal office of the part- 
nership shall be located at the 


in the County of .......... 


4, “Client” in this agreement shall 
mean any person, firm, corporation, 
partnership, or association or their 
successor by whom the partnership 
was or is employed, and the existence 
of a record of time charged to or 
bills rendered to any person, firm, 
corporation, partnership or associa- 
tion shall be proof that such person, 
firm, corporation, partnership or as- 
sociation was a client of the partner- 
ship, provided that other public ac- 
countants or firms of public account- 
ants shall not be deemed clients of 
the partnership. 


5. The term “total fees” shall mean 
charges for services rendered, and 
shall not include out-of-pocket ex- 
penses recovered by billing to clients. 
When calculating the “total fee” in 
the case of fixed fees, out-of-pocket 
expenses shall be recovered first. In 
the event fees are billed but not paid 
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tor by the client, no commission is 
payable. 


6. The term “chargeable hour” shall 
mean an hour spent on work which 
can be directly charged to a client 
and for which a client can be billed. 


7. The term “recoverable expenses” 
shall mean direct expenses which can 
be charged to specific clients and for 
which a client can be billed. 


8(a) The capital required for the 
partnership shall be furnished by the 
partners in the proportion in which 
they share in the profits. 


(b) The total amount of capital 
required in the business shall be de- 
termined, from time to time, by 
mutual agreement of the partners. 
In the event the partners fail to 
agree, it shall be taken as an amount 
equal to one-half the current assets, 


excluding cash on hand or in bank, 
plus all the other assets as shown on 
the latest annual statement of the 
affairs of the partnership. 


9. Withdrawals from his capital 
account may be made by any partner 
at any time, provided the withdrawal 
does not reduce such partner’s capital 
investment to less than his proper 
share of the capital required as set 
out in the preceding paragraph; but if 
a proposed withdrawal would reduce 
his capital investment to less than his 
proper share of the capital as set out 
in the preceding paragraph, it shall 
only be made with the consent of 
both of the other partners. 


10. A separate capital account 
shall be maintained in the books of 
the partnership for each partner. His 
account shall be credited with all 
cash and other contributions of a cap- 
ital nature and shall be debited with 
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all withdrawals of capital, made by 
him. 


1l. The banks of the partnership 
shall be such banks and_ such 
branches of such banks as may, from 
time to time, be agreed upon by the 
partners. 


12. All monies, from time to time, 
received on account of the partner- 
ship shall be paid immediately into 
the banks for the interim of the part- 
nership in the same drafts, cheques, 
bills or cash in which they are re- 
ceived, and all disbursements on ac- 
count of the partnership shall be 
made by cheque on such banks. 


13. No partner shall, without the 
consent of both the other partners, 
make, draw, accept, sign or endorse 
any bill of exchange, promissory note 
or cheque, or contract any debt on 
account or in the name of the part- 
nership, or in any manner pledge the 
credit of the partnership, except in 
the usual and regular course of busi- 
ness. 


14. No partner shall lend any 
money, or give any credit to, or 
have dealings on behalf of the 
partnership, with any person whom 
another partner shall have forbidden 
him to trust or deal with, and if he 
shall act contrary to this provision, he 
shall make good to the partnership 
any losses arising thereby. 


15. No partner shall employ any 
money or effects belonging to the firm, 
or engage its credit, except on ac- 
count of the partnership business and 
for the bona fide purposes of carrying 
on the said business, or do or suffer 
anything whereby any such money 
or effects, or the interest of such part- 
ner therein, may be taken in execu- 
tion or in any wise assigned, charged 
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or encumbered for or in respect of his 
private debts. 


16. All partners shall punctually 
pay and discharge their present and 
future separate debts and engage- 
ments and shall at all times keep in- 
demnified the other partners, and the 
property of the partnership, against 
the same, and all actions, proceed- 
ings, claims and demands in respect 
thereof. 


17. No partner shall sign or en- 
dorse a note or any obligation as an 
accommodation to any one other than 
the other partners, or become surety 
on any bond or undertaking, or make 
any guarantee of payment or per- 
formance without the consent of the 
other partners. 


18. No partner may make reports to 
clients without placing copies of such 


reports in the firm files. 


19. No partner shall undertake any 
firm business, the desirability of 
which may be questionable under 
general firm policies, without first 
obtaining the approval of another 
partner. 
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Explanatory Comment 

The definitions (paragraphs four to 
seven) are necessary because the 
terms used in the agreement are in a 
specific sense, which may not cor- 
respond with the general meaning of 
these words. 

The capital required (paragraph 
eight) could be stated as a fixed 
amount. However, this would not 
provide for change or flexibility. Any 
amounts stated would require revi- 
sion periodically. The wording used 
should not require amendment, as it 
provides that the amount of capital 
shall be as agreed. Only in the event 
of a dispute would the formula in the 
agreement be used. 

Paragraphs 11 to 19 were prepared 
by the solicitor and included on his 
advice. This agreement was prepared 
for use in Ontario. In other provinces, 
additional special clauses may be ad- 
visable for legal reasons. Because of 
the unlimited liability involved in a 
partnership, it is wise to have pro- 
tective clauses. 

This illustration and discussion of 
partnership agreements will be con- 
tinued in the January column. 
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EstaTE PLANNING (Concluded) 


In the June and August issues, cer- 
tain fundamental principles of estate 
planning were outlined. This con- 
cluding article on estate planning out- 
lines some of the practical effects of 
these principles and indicates some 
of the methods adopted to achieve 
the desired results. 


As a client’s affairs are reviewed 
and studied in the light of the ob- 
jectives he wishes to achieve in plan- 
ning his estate, a plan to realize those 
objectives may be pieced together in 
much the same way as a picture 
puzzle. The pieces of the puzzle, if 
you will, are life insurance, inter-vivos 
trusts, non-trust gifts, holding com- 
panies, wills and so forth. Of course, 
trusts, holding companies and the like 
are not incorporated into each and 
every plan, but the estate planner 
should be familiar with their uses and 
recognize situations where they may 
be used to advantage. 


Life Insurance 


Life insurance may be used to sup- 
plement a savings programme to pro- 
vide funds for the payment of death 
duties, to fund a buy-sell agreement, 
to sustain a corporation after the 
death of a key person or to provide it 
with funds to redeem shares of a 
large shareholder and it may be used 
as collateral for loans. In the case 
of a young man, life insurance may be 
the only means he has of protecting 
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his family in the event of his early 
death. 


Often the principal asset of a busi- 
ness-man consists of shares in a corp- 
oration controlled by him. On his 
death there may be insufficient liquid 
assets in his estate to pay death duties, 
and dividends may have to be paid by 
the corporation for this purpose. To 
provide the corporation with funds to 
pay dividends, it may be sensible to 
insure the life of the shareholder. 
One possible disadvantage of this ar- 
rangement is that the insurance pro- 
ceeds may increase the shareholder’s 
death duties. The proceeds payable 
to the company are included in the 
aggregate net value of the estate of 
the controlling shareholder, under 
the Estate Tax Act, to the extent that 
the proceeds exceed the income (be- 
fore taxes), less losses of the com- 
pany from a business carried on by it 
for the five completed fiscal years pre- 
ceding death. Although the insur- 
ance proceeds would not be subject 
to corporate tax, the funds could not 
be extracted tax-free unless the corp- 
poration had no undistributed income 
or had unredeemed preferred shares. 


In the circumstances outlined, the 
shareholder might find it convenient 
to have his life insured by someone 
other than himself or his company. 
For example, his wife or children 
could insure his life and pay the 
premiums with cash gifts from the in- 
sured. If this were done, the pro- 
ceeds would not fall into his estate for 
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Federal purposes and they could be 
borrowed to pay death duties. Also, 
if the business were to be purchased 
by a son or employees, they might 
insure the shareholder’s life. 


Akin to the foregoing problem is 
that which exists where two individu- 
als own all or the majority of shares 
of a corporation. Often they look 
upon themselves as partners and en- 
ter into a buy-sell agreement to take 
effect on the death of one of them. 
Usually it is provided that the sur- 
vivor will purchase the shares of the 
deceased and, to do this, each insures 
the other’s life to provide all or a por- 
tion of the funds required for the 
purchase. 


This type of arrangement is often 
satisfactory, although it may result in 
the survivor denuding his estate of 
liquid assets with which to pay death 
duties if his death should follow 
shortly after the purchase. To fore- 
stall this problem is not always easy, 
although the use of a holding com- 
pany to freeze the value of the prin- 
cipals’ investment, and the participa- 
tion of their heirs in “criss-cross” in- 
surance, may alleviate the situation 
considerably. 


Holding Company 

Many estate plans make good use 
of a holding company. Personal assets 
may be transferred to it for ad- 
ministrative convenience and because 
the day to day business of the cor- 
poration is not interrupted by the 
death of the owner or its assets frozen 
at that time. It also serves the useful 
purpose of avoiding multiple death 
duties and the expense and delay of 
dealing with assets in several juris- 
dictions following death. 


A holding company is often used 
to freeze the value of an individual’s 


assets at their present worth and to 
pass on any anticipated increase in 
value to his heirs. This may be ac- 
complished by issuing preferred shares 
or debentures to the individual in 
consideration for assets transferred to 
the corporation, the common stock of 
which is owned by his heirs either di- 
rectly or by a trust for their benefit. 
The individual may retain control 
over the company through voting pre- 
ferred shares. By freezing the value 
of an estate in this way, it is possible 
to prevent liquidity from becoming a 
problem, if it does not already exist. 
If it is a problem, it may be alleviated 
by arranging for the individual to 
live off capital through the redemp- 
tion of his preferred shares or notes. 


A holding company which acquires 
control of an operating company may 
receive dividends from its subsidiary 
free of tax, if the dividends are paid 
out of income earned in the year con- 
trol was acquired, or subsequently. If 
the holding company is not a personal 
corporation, its income is not deemed 
to be distributed to its shareholders 
and the dividends are subject to 
neither corporate nor personal income 
tax. Thus the dividends received may 
be used to redeem shares or notes. 
Since a holding company can be used 
to siphon funds from an operating 
company tax-free, it may be a con- 
venient instrument for funding buy- 
sell agreements in certain circum- 
stances and it can prevent the ac- 
cumulation of surplus in an operating 
company from becoming an obstacle 
to the sale of the company. 


At the risk of giving the impression 
that the possible uses of a holding 
company in estate planning are end- 
less, it is observed that an individual 
may prefer to transfer assets to a 
corporation and give away its pre- 





TAX REVIEW 


ferred shares or notes, rather than give 
the assets directly. 


Inter-vivos Trusts 


There are various reasons why both 
revocable and irrevocable inter-vivos 
trusts play prominent roles in estate 
planning. Although a revocable trust 
cannot be used to save income taxes 
and death duties, it does have the ad- 
vantage of permitting its creator to 
change his mind. An irrevocable trust, 
on the other hand, does save death 
duties and income taxes if properly 
constituted. The creation of such a 
trust is, of course, a gift subject to gift 
tax, but this may often be quite an 
advantage. Typical of the reasons for 
establishing an irrevocable trust are 
the following: 


(1) To have qualified people look 
after investments which might 
not otherwise receive proper 
management because of failing 
health, old age or the pressure 
of other interests. 

(2) To avoid delays and publicity at 
the time of death. 

(3) To permit beneficiaries to enjoy 
the income from capital and 
yet safeguard it from dissipation. 

(4) To save income tax on the in- 
come from property transferred 
to a trustee for the benefit of 
heirs and to minimize death 
duties by reducing the estate by 
the value of the property trans- 
ferred. 


If the beneficiaries of a trust are 
minors or a spouse, the income there- 
from is taxable in the hands of the 
settlor, but the income belongs to the 
beneficiaries and does not increase 
the estate of the settlor. 


It is very important that the settlor 
fully appreciate, that, once an irre- 
vocable trust is set up there is noth- 
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ing he can do to change it, although 
he may retain a measure of control 
over the trust by reserving the right 
to change trustees. The choice of 
trustees and their powers are matters 
of great importance. Close attention 
should be paid to fees payable to 
trustees, provision for their replace- 
ment, the duration of the trust, the 
possibility that one or more bene- 
ficiaries may die before the trust is 
dissolved and similar considerations. 


In the Province of Quebec, property 
transferred to a trust subsequent to 
February 1939 is included in the es- 
tate of the settlor, unless the assets 
transferred have passed to the out- 
right ownership and control of the 
donee and the donee has been in full 
possession of the property five years 
prior to the death of the settlor. It is 
therefore evident that setting up a 
trust in Quebec may not be quite as 
attractive as in the other provinces 
from the standpoint of saving death 
duties. 


Non-trust Gifts 


As implied above, it is possible for 
a taxpayer, during his lifetime, to 
transfer property to his heirs at a rela- 
tively modest cost in gift taxes, as 
compared with the estate taxes that 
would be exigible on the property if 
it were left to his heirs by will. For 
example, on an estate valued at $1 
million, with a surviving spouse, the 
Federal estate taxes would amount to 
$305,300. If the individual had a gift 
tax exemption of $10,000, he might 
make a gift of $100,000 and pay gift 
tax of $15,300. This would reduce 
his estate by $115,300 and thereby 
save $48,400 in estate taxes, for a net 
saving of $33,100. Of course, gift tax 
requires an immediate outlay and the 
loss of income over the years. Never- 
theless, the example given illustrates 
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that there are opportunities for sub- 
stantial tax savings, particularly where 
gifts are spread over a period of 
years, by taking advantage of the do- 
nor’s annual gift tax exemption and 
the fact that he may make annual 
gifts of $1,000 each to any number of 
individuals, exempt from tax. 


Gifts made within three years of 
the date of death are added back to 
the donor’s estate for Federal estate 
tax purposes and, if made within five 
years, are added back for Ontario 
and Quebec purposes. However, the 
gift tax paid is offset against the es- 
tate taxes or succession duties pay- 
able and the tax or duty reduces the 
estate since they themselves are not 
added back. In certain circumstances 
it may be worthwhile to suggest a 
very substantial gift even though there 
is a possibility that the donor may not 
live for three years. 


Although gift programmes have 
their place in estate planning, the lure 
of tax savings should not obscure 
other considerations which may be of 
equal, or greater, importance in tailor- 
ing a gift programme. There are 
many examples of the unhappy con- 
sequences to the child who received 
too much wealth too soon. There 
may also be more than a few donors 
who have had a change of heart after 
making gifts. On the other hand, it 
seems shortsighted for an individual 
to guard his wealth jealously during 
the years when it could be of most 
help to his heirs than to shower it on 
their greying heads when their needs 
are less acute. 


Where an estate plan contemplates 
gifts, the laws of Quebec may need to 
be considered, as previously observed. 
So may the laws of other jurisdictions 
for that matter. For example, a 
United States citizen, resident in Can- 
ada, is subject to our tax laws and is 





liable for Canadian gift tax on gifts in 
excess of his exemption. He is also 
taxable in the United States on all his 
gifts no matter where the property is 
situated, if they exceed certain exemp- 
tions. Consequently, the U.S. citizen 
who is a resident of Canada may run 
afoul of gift tax on both sides of the 
border. 


THE LAW 
Ship Construction 


Regulations have been issued by the 
Canadian Maritime Commission con- 
cerning the Government subsidy of 
40% for the construction of ships con- 
tracted between May 12, 1961 and 
March 31, 1963 (35% thereafter). 
Among other things, the regulations 
provide that where a vessel has been 
disposed of after May 12, 1961, where 
no recapture of capital cost allow- 
ance takes place because of section 4 
of the Canadian Vessel Construction 
Assistance Act, and the proceeds of 
disposition are used to purchase a ves- 
sel in respect of which a subsidy would 
be paid, then the subsidy will be re- 
duced by the amount of income tax 
that would have been payable if sec- 
tion 20 of the Income Tax Act were 
operative. In addition, the regulations 
provide that where a subsidy has 
been paid and the vessel is subse- 
quently disposed of. section 4 of the 
C.V.C.A.A. will not apply to the pro- 
ceeds of disposition, with the result 
that they will be subject to recapture 
under section 20 of the Income Tax 
Act. 


Quebec Shipowners 


Shipowners who claim capital cost 
allowances for Federal purposes under 
the Canadian Vessel Construction As- 
sistance Act may now claim capital 
cost allowances for Quebec purposes 
on the diminishing balance method at 
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the rate prescribed by the Federal 
regulations — 15%. This new provi- 
sion, applicable to fiscal years com- 
mencing after December 31, 1960, 
does not cancel the effect of existing 
provisions whereby owners of vessels 
registered in Canada and constructed 
or converted in Canada (formerly 
Quebec) after January 1, 1961, may 
claim an allowance of 33-1/3% under 
the straight line method. 


The capital cost on which the 
allowance is based will be, as for 
other corporations, the capital cost to 
the company minus the depreciation 
accumulated thereon, computed under 
the old Quebec rules as at the end of 
the year in progress on December 31, 
1960. Unlike other corporations, how- 
ever, such companies cannot amortize 
the difference in undepreciated cap- 
ital cost arising on the adoption by 
Quebec of the Federal rules. 

Effective January 1, 1961, it is no 
longer necessary to have benefited 
from the increased capital cost allow- 
ance granted in respect of vessels con- 
structed in Canada (formerly Quebec) 
in order to qualify for the reduction 
in the depreciation recaptured on the 
disposition of a vessel when the pro- 
ceeds are applied to the acquisition or 
conversion of another vessel. 


Ontario Personal Income Tax 

The Ontario Government has intro- 
duced a bill in the legislature to pro- 
vide for the imposition of personal in- 
come tax in Ontario, commencing on 
April 1, 1962. Instead of imposing 
tax at a specified rate upon the in- 
come of individuals, the Ontario per- 
sonal Income Tax Act imposes a tax 
upon the tax payable by Ontario resi- 
dents to the Federal Government, at 
rates ranging from 16% in 1962 to 20% 
in 1966, and subsequent taxation 
years. This follows from the Federal 
Government’s recent decision to dis- 
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continue all tax rental agreements with 
the provinces on March 31, 1962. The 
intention of the bill is that individ- 
ual taxpayers in Ontario will pay no 
more tax in total to both Ontario and 
the Federal Government than the 
total of the Federal tax that would be 
payable if no provincial credits were 
granted. Although the Act is sub- 
stantially the same as the Federal In- 
come Tax Act, there may be certain 
difficulties concerning procedures and 
appeals but these should not be seri- 
ous. The government has also intro- 
duced a bill which will empower the 
Treasurer of Ontario to enter into an 
agreement with the Minister of Na- 
tional Revenue, providing for the dele- 
gation of the Treasurer’s duties under 
the provincial income tax law to the 
Department of National Revenue. 
This presumably means that the Fed- 
eral Government will collect the On- 
tario taxes and remit them to the 
Provincial Treasurer. 


Nova Scotia Income Tax 


The Province of Nova Scotia has 
also introduced its Income Tax Act 
which simply provides that the provi- 
sions of the Income Tax Act (Can- 
ada) shall be applicable “mutatis 
mutandis” and that the tax rates will 
be: 

a) 9% of the taxable income earned in 
the Province in the case of a cor- 
poration having a permanent es- 
tablishment in Nova Scotia “on the 
last day of its taxation year... 
ending in the calendar year that 
ends in the fiscal year”! 

b) a tax equal to sixteen-eighty-fourths 
(19% plus) of the tax payable 
under the Income Tax Act (Can- 
ada) in the case of an individual 
resident in Nova Scotia and, in the 
case of non-resident individuals, 
a similar tax based upon the in- 
come earned in the Province. 








506 


SELECTED TAX CASES 
Exchequer Court 
Nil assessment is an assessment, and there- 
fore subject to a four-year limitation. 
Distinguished from Supreme Court de- 
cision in Okalta Oils case, which rested 
on provisions of Income War Tax Act 
(Anjulin Farms Limited v. M.N.R.) 


Company’s sole purpose was negotiation of 
another firm’s notes. Lack of staff, place 
of business and direction from share- 
holders precluded an active financial busi- 
ness — hence a personal corporation. 

( Finning, Earl B., v. M.N.R.) 

Offices in homes of Quebec district man- 
agers did not have to be “fixed places 
of business” in order for company to 
qualify for provincial tax credit. Al- 
though there was no general authority to 
contract, the provincial manager had a 
stock of merchandise from which he 
regularly filled orders. 

(M.N.R. v. Panther Oil & Grease Co.) 


Doubtful debt reserve, based on conditional 
sale contracts assigned to finance com- 
pany, disallowed. Contracts, although 
guaranteed, deemed to be sold outright, 
hence no debts for which a _ reserve 
could be claimed. 

(United Trailer Co. Ltd. v. M.N.R.) 


Tax Appeal Board 


Doubtful debt reserve held reasonable — 
company’s officers were in best position 
to determine collectibility. 

(Atlas Steels Limited) 

Board follows decision in No. 81 v. M.N.R. 
to define doubtful debts as debts likely 
to become bad. 100% reserve for specific 
so-called doubtful debts not considered ‘a 
reasonable amount’. 

(Brignall, B. Newton) 

Construction supervisor denied deduction 
of living and auto expenses, owing to re- 
ceipt of non-taxable allowances. 

(Davey, D. C.) 


Distribution of speculative land on wind-up 
of company did not create capital assets 
for shareholders who adventured in the 
nature of trade. 

(Fox, Max, Albert N., Dr. Maurice and 
Hollenberg, Phillip) 
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“He that filches from me my good name 
. . make me poor indeed”. Payment re- 
ceived by doctor in damages for allega- 
tion of negligence deemed capital receipt 
for deprivation of enduring right, a 
source of income being destroyed. 
(Hafezi, D. M.) 
Fine for overloading truck not an expense 
incurred for purpose of earning income. 
Argument that fine was normal risk in- 
cidental to company’s business ignored. 
(King Grain & Seed Company Limited) 
Lease-cancellation payments deductible to 
lessee — they “redeemed” annual busi- 
ness expenditure. 
(Leon, A., Company Limited) 
Lease-cancellation payments not deductible 
—new company assumed balance of 
liabilities from predecessor. 
(Leon, Ablan, Limited) 
Beach operated commercially by farmer. 
Use of access road by patrons objected to 
by owner. Legal expenses deductible— 
incurred not to preserve capital asset but 
to defend income-earning feature of prop- 
erty. Dispute concerned manner in which 
roadway used, not the right to use. 
(Nicholson, S.) 


“I greatly doubt whether Parliament fore- 
saw its (sec. 3(1)(1)) implications”. 
Hence monthly supplementary pension 
payments to widow by Eaton’s, although 
made voluntarily and on compassionate 
grounds, held to be in recognition of ser- 
vices rendered by deceased, and therefore 
includible in aggregate net value of 
estate. Payments capitalized over ten- 
year period, owing to indefinite term 
thereof. (First Appeal under Estate Tax 
Act — first incursion by Appeal Board 
in estate tax field). 

(Robinson, Estate of Robert) 

Windfield Farms not a personal corporation 
since not controlled by appellant. Racing 
and breeding of horses an active commer- 
cial business. (Taylor, E. P.) 


Portion of alimony payments applied by in- 
surance executive directly to purchase of 
house for former wife not deductible— 
must be “for the maintenance of the re- 
cipient”. (Wilkin, W. V.) 
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CONSOLIDATIONS 
(Part III) 


K. H. C. Laundy, C.A. 
CONSOLIDATED EARNED SURPLUS 


WHERE THE investment account is car- 
ried at cost, the following formula can 
be used to calculate the consolidated 
earned surplus: 


1. The parent company’s earned sur- 
plus at consolidation date, plus 


bo 


The parent company’s portion of 
the change in the subsidiary’s 
earned surplus since the date of 
purchase, plus or minus 


3. Any intercompany adjustments to 
assets or liabilities at the date of 
consolidation which affects the 
earned surplus account. 


Each of these three items will be 
explained in turn. 


Parent company’s earned surplus at 
consolidation date: 


This will be the earned surplus 
figure appearing on the parent com- 
pany’s balance sheet at the date of 
consolidation. 


Parent company’s portion of the 
change in the subsidiary’s earned sur- 
plus since the date of purchase: 


To calculate this figure, take the 
subsidiary’s earned surplus as at the 
date control was purchased by the 


parent company, and the difference 
between this and the subsidiary’s 
earned surplus, as at the date of con- 
solidation, will be the net change. 
The portion of this net change which 
belongs to the parent company will 
depend on the percentage of the sub- 
sidiary’s stock held. An example of 
this calculation follows: 


Subsidiary’s earned surplus at 








Januniy ly L088) 5. ccccc. eves 25,000 
(date of purchase by parent) 

Profit for year 15,000 

$40,000 

Dividend paid ................ .. 10,000 

Earned surplus, December 31, 1960 $30,000 

Net change ($30,000—$25,000 ) $ 5,000 








If the parent owned 100% of the 
stock of the subsidiary company, then 
all of the net change would be added 
to the parent company’s earned sur- 
plus account at date of consolidation. 
If only 80% of the stock was owned 
by the parent company, then only 80% 
of the net change, or $4,000, would 
be taken up. 


Assume that company “A” acquired 
an 80% interest in company “B” on 
January 1, 1959 for $165,000. At that 
date, “B’s” issued common stock was 
$125,000, and its earned surplus $75,- 
000, for a total equity of $200,000. 
During 1959, “B” company earned a 
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profit of $25,000 and paid a dividend 
of $15,000; during 1960 it earned a 
profit of $20,000 and paid no divi- 
dends. “A’s” share capital account at 
December 31, 1960 was $300,000, and 
its earned surplus $35,000. This is the 
date at which consolidation was re- 
quired. 

Using the above facts, the consoli- 
dated earned surplus at December 31, 
1960 would be computed as follows— 


Parent’s earned surplus December 

31, 1960 $ 35,000 
Change in subsidiary’s earned 

surplus since date of purchase— 

net increase $30,000 (profits of 

$45,000 less dividends of $15,- 

000) 

Parent’s share 80% of $30,000 24,000 


Consolidated earned surplus 


The minority interest would be cal- 
culated as— 
20% of the closing balances in the 


subsidiary’s equity accounts— 
20% of $230,000 cesses 46,000 


The goodwill on _ consolidation 
would be computed as— 
Cost of investment in subsidiary .. $165,000 
Book value of investment — 


80% of $200,000 160,000 


Goodwill 


Intercompany Adjustments 


A. Intercompany Profits 


All profits or losses made on trans- 
actions between a parent and its sub- 
sidiary should be eliminated on con- 
solidation. The theory behind this is 
that the consolidated statements rep- 
resent a single business enterprise 
and, therefore, should not include 
intercompany accounts or intercom- 
pany profits and losses. Only trans- 


actions with outsiders, and the results 
of these transactions, should be re- 
flected in the consolidated financial 
statements. 


Profits or losses quite frequently 
arise on the purchase and sale of in- 
ventories between parent and sub- 
sidiary. Assume that “A” owns 80% of 
the common stock of “B” and that, at 
date of consolidation, “B” has $20,- 
000 of inventory on hand that it had 
purchased from “A”. The latter had 
made a profit of $5,000 on the trans- 
action. This profit should be elimin- 
ated from the consolidated financial 
statements. The full profit of $5,000 
is eliminated by the following entry: 


Debit consolidated 
earned surplus 
Credit inventory 


$5,000 
$5,000 


This entry removes all results of the 
transactions by eliminating the profit 
in the profit and loss account and by 
reducing the inventory to its original 
cost to the parent company. The sale 
itself would be removed by reducing 
“A’s” sales account by $20,000, and 
reducing “B’s” purchases account by 
the same amount. 


Suppose that “B” (the 80% owned 
subsidiary) had sold $20,000 of in- 
ventories to “A”, and these were still 
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on hand at the date of consolidation. 
The profit to “B” was $6,000. The fol- 
lowing entry would remove the inter- 
company profit: 
Debit consolidated earned 

surplus hae $6,000 

Credit inventory $6,000 

Some accountants feel that, where 
there is a minority interest, part of 
the intercompany profit should be 
charged against the minority interest 
and the balance against the majority 
interest (consolidated earned  sur- 
plus). In the first example, there was 
no minority interest in the company 
making the profit. Therefore, all the 
profit had to be charged against the 
consolidated earned surplus account; 
and in the second example, there is a 
minority interest of 20% in the com- 
pany making a profit, so this minority 
interest might be charged with its 
share of the profit reduction. The 
following entry would accomplish 
this: 
Debit consolidated earned 


surplus fs ..$4,800 
(80% of $6,000) 

Debit minority interest ........ 1,200 
(20% of $6,000) 


Credit inventory .......... $6,000 
A second type of intercompany 
profit arises on the sale of fixed assets 
between a parent and its subsidiary. 
Assume that “A” owns 80% of the 
common capital of “B” and sells a 
piece of machinery to “B” for $60,000; 
the cost of the machinery to “A” 
being $50,000. Accordingly, the profit 
of $10,000 to “A” must be removed 
from the consolidated financial state- 
ments. This can be done by the fol- 
lowing entry: 
Debit consolidated earned 
surplus .. $10,000 
Credit machinery ... $10,000 
If, on the other hand, it was “B” 
that sold the machinery to “A”, then 
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the $10,000 profit could be eliminated 
either by charging all the profit 
against the majority interest, or pro- 
rating it between the majority and 
minority interest. If the first method 
were used, the accounting entry 


would be: 


Debit consolidated 
earned surplus . 
Credit machinery 


$10,000 
$10,000 


If the second method were used 
the entry would be: 


Debit consolidated earned 


GUNES ooo sccsnanscciesscesic® OhOOO 
(80% of $10,000) 
Debit minority interest 2,000 


(20% of $10,000) 


Credit machinery .... $10,000 


If the purchasing company had 
written depreciation for one year on 
the $60,000 figure at 10%, an adjust- 
ment must be made to remove the de- 
preciation written on the $10,000 
profit. The accounting entry to reflect 
the adjustment would depend upon 
whether the elimination of the orig- 
inal $10,000 had all been allocated to 
the majority interest, or prorated be- 
tween the majority and minority in- 
terest. If the first method had been 
used the entry would be: 


Debit accumulated 
depreciation aaa 
Credit consolidated 


earned surplus . 


If the second method had been 
used the entry would be: 


$1,000 


$1,000 


Debit accumulated 


depreciation $1,000 
Credit consolidated 
earned surplus $ 800 
Credit minority interest 200 


The adjustments to the accumu- 
lated depreciation account are, of 
course, only necessary when the pur- 
chasing company has written depre- 
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ciation on the price at which it paid 
for the asset. 


B. Intercompany bond-holdings 


Sometimes, bonds issued by one of 
the group of consolidating companies 
will be purchased by another member 
of the group. On the issuing com- 
pany’s books, there is a liability which 
is offset by an asset on the books of 
the purchasing company. On consoli- 
dation, the asset and liability accounts 
will contra one another and leave a 
net liability, being the amount of 
bonds bought by outsiders. If the 
bonds were issued for an amount 
other than par, a premium or discount 
account will appear on the issuing 
company’s books. This premium or 
discount on consolidation will be pro- 
rated to the bonds held by the group, 
and to the bonds held by outsiders. 


Suppose company “B” (an 80% 
owned subsidiary of company “A”) 
issued $50,000 of mortgage bonds at 
$110. The issue would be recorded 
by setting up the liability of $50,000 
and the premium on issue of $5,000. 
If “A” had purchased $25,000 of these 
bonds for $27,500, on consolidation. 
“A’s” $25,000 asset would offset “B’s” 
$50,000 liability so that there would 
be a net bond position of $25,000 ow- 
ing to outsiders. The $5,000 premium 
on “B’s” books would be partly offset 
by the $2,500 debit on “A’s” books, so 
there would be a net premium of $2.- 
500 as the premium on bonds issued 
to outsiders. 


Assume a second example, where 
“A”, the parent, buys the bonds of 
“B” (the 80% owned subsidiary com- 
pany) on the open market at a 5% 
premium. “A” buvs $10,000 par value 
bonds for $10,500. On consolidation, 
the $10.000 par value and the $500 
premium are both intercompany ac- 
counts and should be removed from 





the consolidated financial statements. 
The $10,000 will offset the liability on 
“B’s” books; the $500 will be elimin- 
ated against consolidated earned sur- 
plus; 

Debit consolidated 


earned surplus ......................$500 
Credit premium on bonds $500 


A REVIEW OF 
COST ACCOUNTING 
(Part IT) 


John R. E. Parker, C.A. 


Basic ProcepuRES AND JoB COosTING 


In order to understand the job or- 
der method of cost accounting, it 
must be realized that each job is an 
accounting unit to which material, 
labour and overhead costs are charg- 
ed. Accordingly, throughout the pro- 
duction process, identification of each 
individual job is essential in order to 
make possible the separate accumu- 
lation of the costs for each job by 
cost element. 


For purposes of identity, in the 
plant as well as in the accounts, each 
job is assigned a number that appears 
both on the job cost sheet and on the 
supporting documents for charges to 
the job. The job cost sheet, which is 
the subsidiary record to the work-in- 
process inventory account, provides a 
summary record of the material, 
labour and overhead costs charged to 
the specific job as it proceeds through 
the production process. The costs as- 
sociated with the completed jobs are 
transferred from work-in-process to 
finished goods. 


Since cost accounting makes exten- 
sive use of control accounts, the gen- 
eral ledger of a manufacturing con- 
cern is usually highly summarized. 
Supporting details are kept in the 
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form of appropriate subsidiary rec- 
ords. For costing purposes, a manu- 
facturing concern maintains accounts 
for stores payroll, manufacturing 
overhead, work-in-process (which 
may be classified by cost element), 
finished goods and cost of sales. With 
the exception of cost of sales, the 
above accounts are usually control ac- 
counts. 


Supporting documents, some of in- 
ternal and others of external origin, 
are the basis for communicating cost 
data throughout the organization. 
These forms constitute the source of 
the information to be recorded in the 
books of account and supporting rec- 
ords from which, in turn, the financial 
statements and various reports are 
prepared. In the sections that follow, 
the more important forms, procedures 
and records will be discussed in the 
context of a job costing situation. 


Accounting for Materials 


Accounting for materials involves 
proper recognition of two factors: 
need and accountability. Both pro- 
curement and utilization of materials 
are encompassed in the need factor. 
While the pattern of accountability 
may vary among different companies, 
it is generally established in terms of 
personnel, products and/or processes. 


Depending upon factors closely re- 
lated to the requirements of indivi- 
dual companies, the procurement of 
materials is usually supported by the 
use of appropriate internal forms, 
such as the purchase requisition, the 
purchase order, the receiving report 
and the vendor’s invoice. When ma- 
terials are purchased, whether direct 
or indirect, the invoice, upon receiv- 
ing proper approval, is recorded as 
follows: 


Stores Dr. eres 
Vouchers payable Cr. ...... 
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In view of the widespread use of 
perpetual inventory records, the post- 
ing of the above entry involves sub- 
sidiary postings, as well as general 
ledger postings. Generally, the sub- 
sidiary records are in the form of a 
card for each type of material, which 
has columns for recording the quanti- 
ties and valuation of materials receiv- 
ed and issued and the balance on 
hand. Variations in the format of 
subsidiary records are common, par- 
ticularly as regards the use of actual 
or standard cost as the basis for re- 
cording materials. 


As an aid to efficient procurement, 
the subsidiary stores ledger cards fre- 
quently provide for automatic replen- 
ishment by indicating both the mini- 
mum quantity to which the item 
should be allowed to drop before re- 
ordering, and the maximum quantity 
to be allowed for inventory control 


purposes. 

Material requisitions are the basic 
supporting document in accounting 
for materials issued. This form pro- 
vides the authorization for the issue 
of materials, and indicates whether 
the materials issued are direct or in- 
direct. In the case of direct ma- 
terials, the job number to which the 
materials are to be charged must be 
indicated. Material requisitions are 
generally priced by the stores ledger 
clerk, who is also responsible for the 
subsidiary posting to the “issued” sec- 
tion of the stores ledger cards. 


The issue of materials is recorded 
as follows: 
Work in process 

terials) Dr. beney, 
Manufacturing overhead (indirect 

materials) Dr. ee 
Stores Cr. 


(direct ma- 
XXX 


XXX 


For purposes of convenient record- 
ing, material requisitions are usually 
summarized in a requisitions register 
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or recapitulation, and recorded daily, 
weekly, or monthly, as appropriate. 
The individual requisition is the basis 
of the charge made to the materials 
section of the subsidiary job cost 
sheets. 


Assuming a normal pattern of 
transactions during a month or other 
accounting -period, the stores account 
in the general ledger would appear as 
follows: 


Stores 
Dr. Cr. 
Balance ............ xxx Returns to 
Purchases .......... XXX vendors ........ XXX 
Returns from Materials issued xxx 
factory ............XKX 


Accounting for Labour 


Although the functional organiza- 
tion or departmentalization will vary 
among companies, accounting and 
control of labour encompasses the 
following: 

(1) Personnel — the responsibility for 
supplying an efficient labour 
force; 

(2) Timekeeping — two responsibili- 
ties: 

(a) presence of employees, usu- 
ally determined by the use 
of a time clock, 

(b) allocation of time, usually 
by the use of time tickets; 


(3) Payroll — two responsibilities: 
(a) preparation of payroll, 
(b) individual earnings record; 
(4) Cost accounting — two responsi- 
bilities: 
(a) distribution of payroll to 
jobs, 
(b) reconciliation of distribution 
with payroll. 


Accounting for labour is also de- 
pendent upon the company’s meth- 
od, or methods, of determining salary 
and wage payments. The payroll for 


the week or other pay period, when 
determined, may be recorded as fol- 
lows: 


PRION TRS escscs. eet ae 
Income tax deductions payable 
Unemployment insurance pay- 

Ge WG. .ai.. Bee ARs hatisianies XXX 
Other deductions payable Cr. .. XXX 
Vouchers payable Cr. ................ XXX 


For costing purposes it is necessary 
to analyze the debit to payroll. Nor- 
mally the payroll account includes 
the gross amount earned by factory 
employees, together with that earned 
by selling and administrative person- 
nel. 


Time tickets to labour are analo- 
gous in function to material requisi- 
tions as used in accounting for ma- 
terials. Accordingly, time tickets must 
indicate the work each employee has 
performed and the time spent (as- 
suming a time basis of wage pay- 
ment) to which appropriate wage 
rates are then applied, whether the 
labour is direct or indirect and, in the 
case of direct labour, the job num- 
ber to which the labour is to be 
charged. A time ticket recapitulation 
sheet is frequently used to facilitate 
both the preparation and distribution 
of factory payrolls. The pavroll is 
established and direct labour charges 
are entered on the job cost sheets 
from either the recapitulation or the 
individual time tickets. The entry to 
record the distribution of the payroll 
may be recorded as follows: 


Work-in-process (direct labour) 


Pa in Ne OMA eee XXX 
Manufacturing overhead (indi- 
rect labour) Dr. ...................... XXX 
Selling expenses Dr. .................... XXX 
Administrative expenses Dr. .... xxx 
Ppt MGs: sl era teis ks XXX 


nie re es ee ee ee ow ae I 


—-_— > ae 
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In accounting for labour, a variety 
of problems arise relating to the em- 
ployer’s portion of certain payroll de- 
ductions, overtime pay and vacation 
and bonus payments, to name a few 
examples. While certain accounting 
principles beyond the scope of this 
review are useful in dealing with such 
matters, a policy of expediency con- 
sistently applied will, generally, suf- 
fice in practice — provided such items 
are not material. 


Accounting for Overhead 


Actual manufacturing expenses are 
generally recorded as they are in- 
curred, in a manufacturing overhead 
control account, and are also posted to 
an appropriate subsidiary record. The 
entry to record actual manufacturing 
expenses is as follows: 


Manufacturing overhead control 


Pl ce vets re cacae ts exes cus tcass 
Allowance for depreciation Cr. XXX 
Prepaid expenses Cr. ................ XXX 
Vouchers payable Cr. ................ XXX 


For the reasons touched on in part 
one of this review, manufacturing 
overhead is usually applied to pro- 
duction on a_ predetermined basis. 
The procedure involves estimating the 
total manufacturing expenses for a 
period of time, usually the fiscal year, 
and ascertaining an appropriate base 
for distribution of the estimated man- 
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ufacturing overhead. For accurate 
costing, it is important that the base 
selected correlates with the incidence 
of manufacturing overhead. While it 
is beyond the scope of this review to 
indicate the advantages and disad- 
vantages of various bases, it is hoped 
that the classification at the foot of 
this page will be helpful. 


The entry to record the application 
of manufacturing overhead to produc- 
tion is as follows: 

Work in process Dr. ................006+ XXX 


Applied manufacturing over- 
Pcs ih re a iiviiauaes XXX 


Manufacturing overhead is usually 
recorded directly on the job cost 
sheets by the use of the predetermin- 
ed overhead rate. These changes are 
then summarized to provide the data 
for the above entry, which can also 
be reconciled for the period by ap- 
plying the predetermined rate to the 
total of its related activity factor. 


At the end of the month, or other 
costing period, the applied manufac- 
turing overhead is closed out to the 
manufacturing overhead control ac- 
count. The balance remaining in the 
control account represents the over or 
under-applied manufacturing expense 
for the period. 


In order to understand the account- 
ing treatment of overhead, it must be 








Base 

Time 

Direct labour hour ) 
Machine hour 

Cost 

Direct material cost ) 
Direct labour cost 

Prime cost 

Output 

Unit of production ) 


Many components of overhead are incurred 
on a time basis. 


Where proper correlation exists a cost base 


offers simplicity of use. 


Applicable to single product situation or 
among closely related multi-products. 
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realized that the predetermined rate 
applies estimated manufacturing ex- 
penses to current production. It must 
also be realized that the manufactur- 
ing overhead control account accumu- 
lates actual manufacturing expenses. 
A balance of over or under-applied 
manufacturing expense will always 
arise, except in the highly unlikely 
situation where actual and estimated 
expenses are identical, and where the 
level of production attained corres- 
ponds exactly with that used in as- 
certaining the predetermined over- 
head rate. 


Material 
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The following alternative proced- 
ures have been suggested for the dis- 
position of over or under-applied 
overhead: 


(1) Charge or credit the variance to 
profit and loss, 

(2) Charge or credit the variance to 
cost of sales, 

(3) Allocate the variance to work in 
process, finished goods, and cost 
of sales, or 

(4) Carry the variance forward as a 
deferred charge or deferred 
credit. 


EXHIBIT I 
Job Costing Cycle 























Material 










Finished 
Goods 






Labour 







Overhead 







Sheet 





EDUCATION AND TRAINING 


EXHIBIT II 


General Ledger Procedure 


Job Costing 


Direct 


Work-in-Process 
Materials 


Finished Goods 


———— 


Materials 


Indirect Materials 


Direct 


Work-in-Process 


Labour 


> 


Labour 


Manufacturing 


Overhead 


Over-or Under- 


Applied Overhead 


Summary 

Exhibit I, adapted from Neuner 
and Neuner, Accounting Systems, and 
Exhibit II, adapted from Vance, 
Theory and Technique of Cost Ac- 
counting, summarize in diagram form 


Indirect 


Costs 


the flow of cost data, together with 
the more important clerical and gen- 
eral ledger procedures associated with 
job costing. A careful study of these 
exhibits is recommended. 





BY PETER C. BRIANT, PH.D., C.A. 


Associate Professor, McGill University, Montreal 
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MAGAZINE ARTICLES 
ECONOMICS 


“CANADIAN Economic Po.ticy — A 
REAPPRAISAL; 3. ECONOMIC INTEGRA- 
TION WITH THE UNITED States” by 
Roy A. Matthews. The Conference 
Board Business Record, August 1961, 
pages 8-19. 


For a number of years, the Can- 
adian economy has been plagued by 
a slow rate of growth, excessive un- 
employment, and a balance of pay- 
ments deficit. To help ease the situa- 
tion, the federal government, as is 
well known, devalued the Canadian 
dollar earlier this year. The author of 
this article does not see this as a mea- 
sure capable of solving the funda- 
mental incompatabilities existing in 
the Canadian economy. The increased 
cost of imported materials will tend, 
he writes, to offset the reduced prices 
of finished goods in foreign markets. 
Furthermore, lowering exchange rates 
has the same drawbacks as an in- 
crease in tariff barriers. 


Canada is, he says, a country which 
is attempting to maintain a broadly 
based manufacturing complex in an 
inherently high-cost economy, serving 
a relatively small market under con- 
ditions that prohibit raising over-all 
tariff rates beyond a certain level. 
Our economic problems are, there- 
fore, deep-seated and call for a perma- 
nent solution. 


Tariff levels, according to the 
author, can be changed only slightly. 
Thus the solution to our basic eco- 
nomic problems lies either in increas- 
ing exports or reducing costs. These 
solutions are, to some extent, inter- 
related in as much as larger markets 
lead to reduced costs and, on the 
other hand, market penetration is not 
possible unless costs are competitive. 


There is no doubt that Canadian 
goods are priced too high to be com- 
petitive in foreign markets. Our wage 
and salary structure, even allowing 
for differences in productivity, are too 
high for the European market. In the 
United States, where wage and salary 
levels are higher than in Canada, pro- 
ductivity is higher, and our export in- 
dustries suffer further from relatively 
small scale production. Where our 
goods are competitive with America, 
high tariffs frequently bar entry. 


The best hope of increasing our ex- 
ports of manufactured goods lies, so 
Mr. Matthews indicates, in a lower- 
ing of tariffs by other countries and, 
in particular, the United States. 


Summing up the prospects of eco- 
nomic integration between Canada 
and the United States, the author con- 
cludes that the idea is fraught with 
difficulties, and that the chances of 
obtaining mutual agreement to such 
a scheme are not too great. Such a 
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union would involve considerable dis- 
locations and adjustments in the Can- 
adian economy, he says. The history 
of U.S. tariff policy demonstrates that 
the danger of revocation of the ar- 
rangement by the U.S. is a serious 
one. There would be a distinct prob- 
ability of loss of autonomy by Can- 
adian subsidiaries, and ultimately 
political absorption of Canada by the 
US. 


While rejecting the idea of com- 
plete economic integration, the author 
sees advantages in more limited mea- 
sures such as selective free trade and 
the Bladen Plan, which aim in the 
same general direction but are likely to 
meet with less opposition. These mea- 
sures and other possibilities, together 
with their shortcomings, are discussed 
in the balance of the article. 


FINANCE 


“Stock Options SHOULD BE VALUED” 
by Edwin D. Campbell. Harvard 
Business Review, July-August, 1961. 
Pages 52-58. 

The author of this article stresses 
the importance of assigning values to 
“restricted” stock options, and ac- 
counting for these values as com- 
pensation. He argues that a fallacious 
belief that restricted stock options 
cannot be valued objectively has pre- 
vented their proper treatment in the 
accounts. 

To illustrate his point, the author 
contrasts a three-year employment 
contract with an option to purchase 
20,000 shares of stock between three 
and five years after the date of the 
grant, and a contract offering a 20,000 
share, five-year warrant which cannot 
be exercised for three years. Barring 
income taxes, he says, there are no 
substantial differences between the 
two arrangements as they affect the 
company. Yet they would be account- 
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ed for differently, since a value would 
be assigned to the warrant and 
charged to income as compensation 
over a reasonable period of time. 


Such a difference in treatment 
shows, in Mr. Campbell’s view, the 
need for a new basic premise: “that 
restricted stock options should be 
valued at the grant date in the same 
manner as marketable options and 
warrants.” The author suggests that 
the problem is not greatly different 
from establishing prices for new issues 
of stock, terms of convertible de- 
bentures, and terms of rights offer- 
ings, which is often done without the 
benefit of a clear market. 


An estimated market value, once 
determined, will represent the cost 
of services to be rendered by the 
option holder, and should be charged 
against income over a period of time. 
The value assigned to the option and 
the amount charged to income as 
compensation will not be affected by 
any later changes in the market price 
of the stock. 


Stock options plans have proven 
useful as a method of rewarding key 
personnel in both large and small com- 
panies. Thought and action along the 
lines suggested by Mr. Campbell 
should go far to counter criticism of 
such plans, and to prevent possible 
abuses. 


“RENTAL vs. PuRCHASE OF Data- 
Processinc EquipMent” by William 
R. Divine. The Controller, September 
1961, page 430 et seq. 


Data-processing equipment, in con- 
trast to typewriters and other small 
items of equipment, have traditionally 
been leased. Monthly rental charges 
have been easier to justify than huge 
capital expenditures. In many cases, 
the necessary cash for an outright 
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purchase has not been available. 
Furthermore, until 1956, I.B.M. 
among other companies did not offer 
the potential user the right to buy. 


By a consent decree in 1956, I.B.M. 
was required to offer its equipment 
for sale on terms at least as favour- 
able as those offered in leasing con- 
tracts. The effect of this decree on 
the traditional thinking in computer 
acquisitions has been reinforced by 
the expansion of the computer indus- 
try and its increasing competitiveness. 


In addition to deciding whether or 
not to procure equipment, the po- 
tential user now has to decide 
whether to lease or purchase. 


The decision, as demonstrated by 
the author of this article, is primarily 
a financial question, involving a 
choice as to which means should 
bring the highest return — both im- 
mediately and throughout the life of 
the equipment. 


Four primary financial considera- 
tions in lease-purchase decisions are 
discussed in detail by the author: 1) 
The useful life of the equipment, 2) 
the difference in costs between rental 
and purchase, 3) the desired rate of 
return on the equipment, and 4) the 
income tax differences. Other factors 
also discussed by Mr. Divine include: 
the element of inflexibility in equip- 
ment ownership, service and main- 
tenance considerations, multi-shift use, 
idle time and automatic program- 
ming. There are pros and cons in all 
of these elements. However, the like- 
lihood of idle time usually favors 
purchase, says the author. Automatic 
programming, a recent development 
in electronic data processing, is an 
additional flexibility factor. It en- 
ables manufacturers to develop spe- 
cialized programmes which simplify 
the language used to deal with a 
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specific computer, and makes it easier 
for analysts and programmers to use 
the machine. These programmes tend 
to tie the user to the manufacturer. 


Among the many factors bearing on 
a lease or buy decision, the author’s 
analysis highlights the following: 
Leasing is advisable when rental costs 
work out to be less than the purchase 
price through the useful life of the 
equipment. 


Dropping a lease can cut losses if 
an application is unsuccessful. Rent- 
al allows flexibility in changing 
models or manufacturers as dictated 
by fluctuating business conditions. 


High usage calling for extra shifts 
will usually tip the scales in favor of 
purchase. 


No two companies have exactly the 
same data on which to base a pur- 
chase decision, and the most import- 
ant factor in any company’s choice is 
the care with which the facts and 
figures are compiled and weighed. 


AUDITING 


“THE DEVELOPMENT OF AUDITING 
STANDARDS AND TECHNIQUES FOR 
E.D.P. Systems” by Richard S. 
Woods; NAA _ Bulletin, September 
1961, pages 27-48. 


In a scholarly summarization of 
current literature in his field, the 
author devotes considerable attention 
to two major areas of auditing affect- 
ed by electronics: the audit trail, and 
internal control. Also discussed is the 
impact of changes in these two areas 
on the training and education of ac- 
countants. In addition, possible 
changes in audit procedures in the 
light of the advent of computers, such 
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as using the computer to perform 
routine audit work, are considered. 


Summarizing what has been writ- 
ten about audit trails, Mr. Woods con- 
cludes that the concensus of opinion 
is that auditors, so far, have nothing 
to fear. The trail, he writes, will be 
continued, although in many cases it 
will be altered. Techniques have al- 
ready been developed to meet various 
possible situations that seem to have 
more relevance to future problems 
than to those of today. Whether the 
data processing situations that the 
techniques are designed to solve will 
materialize remains to be seen. 


On the matter of control, Mr. Woods 
notes a subtle but reconcilable shift in 
the thinking of auditors, both external 
and internal, about internal control. 
The initial attitude, he reports, seems 
to have been that there was no prob- 
lem stemming from the introduction 
of electronic data processing. He be- 
lieves that now, however, we have 
reached a stage in which it is feared 
that the use of familiar controls may 
be impeding the efficiency of data 
processing. The development of valid 
and rational criteria for internal con- 
trol requires, according to Woods, 
careful thought and more qualified 
people to reconcile the twin aspects 
of audit need and data processing 
efficiency. 


There is a shortage of auditors 
qualified to pass upon the output of 
EDP systems, says Woods. The de- 
velopment of computerized audit pro- 
grammes, which will enable the aud- 
itor to improve his techniques and the 
size of his samples, requires auditors 
with specialized knowledge going be- 
yond that required for manual and 
semi-automated systems. Acquiring 
the additional skills requires sacrifice 
on the part of auditors aiming to 
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master the many facets of computers, 
concludes the author. 


TAXATION 


“ACCOUNTANCY IN THE Lorps” by 
Gwyneth McGregor. Canadian Tax 
Journal, July-August 1961, pages 264- 
272. 


The method of valuing work in 
progress for tax purposes is at the 
moment a highly controversial ques- 
tion in Canada, and one that has not 
yet been taken to the courts. The 
U.K. case of Duple Motor Bodies v. 
Ostime, dealing with this problem, 
has just been heard in the House of 
Lords. The problem itself, and the 
judgment of the law lords, are an- 
alyzed in this article. 


The issue in the case was the meth- 
od to be followed by a manufacturer 
of motor bodies in valuing its work 
in progress at the end of the taxation 
year under appeal. The “direct cost” 
and the “on-cost” were the methods in 
dispute. The company had used the 
direct cost method since 1924, but in 
1951 the Revenue challenged this and 
contended that the company should 
be required to adopt the on-cost meth- 
od as the one giving a true picture of 
the net income for each accounting 
period. 


Mrs. McGregor explains the prob- 
lem from the accounting viewpoint, 
and refers to the Anaconda case and 
bulletins of the Canadian Institute. 
She concludes that “in the matter of 
inventory valuation . . . ordinary ac- 
counting principles might be said to 
have had their say .. .” The ques- 
tion facing the courts, however, is 
whether the accepted accounting prin- 
ciples of matching revenues and ex- 
penditures within the accounting peri- 
od is in accordance with the provi- 
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sions of the Act, which nowhere de- 
fines “cost”. 


The first appeal by the Duple 
Motor Bodies Company is reported 
by Mrs. McGregor to have been made 
to the Special Commissioners, who 
found that the choice of method to 
be used was a matter of policy for 
the decision of the directors of the 
company, but indicated a preference 
for the on-cost method. The High 
Court, continues Mrs. McGregor, said 
that the preference of the Commis- 
sioners was irrelevant and did not 
affect their finding that the account- 
ancy profession was satisfied that 
either method was admissible, and 
allowed the taxpayer's appeal. The 
Court of Appeal declined to approve 
of either method, and put the onus 
on the Revenue to prove the one used 
by the taxpayer was incorrect, if it 
required the taxpayer to change it. 


The Lords confirmed the decision 
of the Court of Appeal, found the 
preference of the Special Commission- 
ers irrelevant and ruled that the com- 
pany could not be compelled to 
change to the on-cost method. The 
opinions of Viscount Simons, Lord 
Reid and Lord Guest are reported at 
length. 


The importance of the Duple case 
to Canada, at the moment, is great, 
according to the author. It seems like- 
ly, she says, that the Canadian courts 
will eventually have to decide the 
argument between taxpayers and the 
authorities. 


Two principles emerge from the 
case, Mrs. McGregor concludes: first 
that consistency is of paramount im- 
portance; and secondly, that no 
change in the method used by a busi- 
ness should be made unless there is 
good reason, such as a change in cir- 
cumstances. 
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BOOK REVIEWS 


“Retail Merchandise Accounting” (3rd 
Edition) by Herman F. Bell, C.P.A. 
and Louis C. Moscarello, C.P.A.; pub- 
lished by The Ronald Press Company, 
New York; 487 pages; $12.50. 


This book is a detailed treatise on 
all aspects of recording retail mer- 
chandising operations, written by men 
who are acknowledged experts. It 
follows orthodox lines and is couched 
in the staid language of accountancy. 
While the book deals with the sub- 
ject as it affects both small and large 
enterprises, the latter have the most 
involved problems. The authors have, 
therefore, concentrated their efforts 
on the methods, procedures and poli- 
cies applicable to sizable organiza- 
tions. Most of the examples used ap- 
ply, in particular, to large department 
stores. 


Commencing with a general review 
of the distinctive features of retail- 
ing, the book follows with compre- 
hensive chapters on such matters as 
the definition and discussion of re- 
lated accounting terms, budgeting, 
various means of inventory control 
and forward planning, inventory 
dollar control, the retail inventory 
method, unit stock control, physical 
inventory taking, multiple store mer- 
chandising, leasing departments to 
others and workroom costs. 


The LIFO method of inventory de- 
termination, which is a subject of 
greater practical interest to retailers in 
the United States than in Canada, is 
discussed at length. The U.S. Tax 
Court in 1947 rendered a decision in 
the Hutzler Brothers Company case in 
favour of the LIFO plan, which was 
then acknowledged by the U.S. Treas- 
ury as acceptable under certain cir- 
cumstances for the determination of 
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taxable income. Other references to 
taxes also deal with U.S. regulations, 
directives and court decisions. 


Included in the schedules presented 
are seven pages of columnar listings 
of percentages relating to costs, mark- 
ons, markdowns, sales, gross margin, 
discounts and loadings which provide 
retailers with a ready reference similar 
to interest tables. The many forms 
and statements shown as examples are 
well conceived. 


Consideration is given to the contri- 
butions to the subject made by such 
highly regarded bodies as Controllers’ 
Congress and the National Retail 
Merchants Association. The proced- 
ures and methods recommended fol- 
low the best practices which have 
emerged after years of experience and 
development, and which are followed 


by the leaders in the field. 


The volume makes an excellent text 
book for students. For those engaged 
in the administrative side of large re- 
tail store merchandising and for ac- 
countants in public practice, it pro- 
vides an authoritative guide and 
standard work of reference. 

C. K. MacGuiitrvray, F.C.A. 
Hamilton, Ontario. 


History of the Society of Incorporated 

»~ Accountants, 1885-1957, by A. A. Gar- 
\ rett; published by the Oxford Univer- 

\sity Press; limited edition; 364 pages; 
24/-. 


This is an interesting story, very 
well told. Its theme is the rise of one 
of the foremost and oldest accounting 
bodies in the world, the difficulties 
and problems it encountered along 
the way, and eventual union with its 
closest rival. 


The author is ideally equipped for 
his task. Though he retired in 1949, 
after 30 years as secretary of the So- 
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ciety of Incorporated Accountants, his 
association with the Society dates 
from 1909. 


In writing its history, which began 
in 1885, Mr. Graham traces the 
growth and policies of the Society and 
the abortive attempt in 1897 for the 
absorption of its members by the In- 
stitute of Chartered Accountants in 
England and Wales, its senior by five 
years. He ends by describing the ne- 
gotiations which led to integration of 
its members in 1957, 60 years later, 
into one or another of the bodies of 
Chartered Accountants in England 
and Wales, of Scotland and in Ire- 
land. There were obvious differences 
in the constitution and admission re- 
quirements for the three Institutes and 
the Society but, in the author’s words, 
“all four bodies faced realities and 
rightly assessed the impalpable forces 
that move the minds of men organized 
in professional bodies, in which in- 
fluence and prestige, reverence for the 
past as well as hopes for the future are 
to be found.” 


Mr. Graham has made a praise- 
worthy attempt to relate the Society 
and the accounting profession to the 
economic, financial and social events 
of the time. He records the effects of 
World War I which resulted, among 
other things, in the Representation of 
the People Act (1918) by which the 
vote was given to all men of 21 years 
of age and to women of 30 and up- 
wards for their valour and work dur- 
ing the war, and in increasing, in that 
same year to 14d, the famous penny 
postage of Rowland Hill. 


A most absorbing chapter covers the 
evidence before the Department Com- 
mittee on Registration as to whether 
it was desirable to restrict the prac- 
tice of the profession, by law — a 
recommendation that was strongly 





why should 
a company 


finance 
equipmente 


Because equipment financing is 
the accepted modern-day 
method of becoming the owner 
of equipment while still keeping 
working capital intact for its 
more important functions. 


FINANCE YOUR 
EQUIPMENT 


TO MINIMIZE CASH OUT- 
LAYS—You keep your busi- 
ness in balance with minimum 
cash down payments. 

TO INCREASE CREDIT 
CAPACITY—You have a new 
source of credit which does not 
affect your established banking 
or other lines of credit for daily 
operating needs. 

TO RELATE COSTS TO IN- 
COME—You pay current in- 
stalments only, tailored to your 
income through regular, accel- 
erated or skip payment plans. 
There is no demand obligation. 
Only you and your principals, 
through knowledge of your 
special needs, can decide the 
best medium of corporate 
financing for your business. 
When you decide new equip- 
ment is required, ask your dealer 
to arrange financing through 
Traders. 


EQUIPMENT DIVISION 


TRADERS FINANCE 


CORPORATION LIMITED 
HEAD OFFICE 
TRADERS BUILDING, TORONTO 


BRANCHES ACROSS CANADA 


supported by the Society and equally 
strongly opposed by the Institute. The 
Committee received the views of no 
less than 17 bodies of accountants on 
this controversial issue before reach- 
ing a decision. 


Mr. Graham recounts the grim story 
of World War II in which members of 
the Society and the profession played 
their full part, both on the civil side 
as well as in the Armed Forces. Three 
times the Society’s famous Hall on the 
Embankment, opened in 1929 by the 
late King George VI, was damaged 
by fire and blast. Considerable and 
urgent demolition reduced the risk of 
dangerous collapse but, without warn- 
ing, writes the author, “all the labour 
employed was withdrawn and in the 
gable roof a wide open gap was left 
covered with a tarpaulin which flap- 
ped badly on a windy day and rain 
water soon came into the Hall”. 


After the war, life for the Society 
made rapid strides once more. Com- 
pany law, superannuation and taxation 
were the subjects of official review 
and much legislation. The period was 
marked by a great expansion in the 
work of the profession as a whole and 
practising firms began to experience 
difficulty in finding and retaining 
qualified staff. An increasing number 
of younger members were accepting 
appointments in industry and com- 
merce. Broadly, the structure of the 
profession was becoming awkward. 
Against this background, the Institute 
of Chartered Accountants in England 
and Wales, representing the largest 
number of qualified accountants, felt 
it was its responsibility to take some 
initiative in the matter and so it came 
about that preliminary conversations 
began between the Institute and the 
Society, which ultimately resulted in 
the integration of the two bodies. 
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The book is recommended as a good 
popular account of the progress and 
problems of a foremost accounting or- 
ganization. It is well expressed and 
easy to read and contains a great deal 
of information on the development of 
the accounting profession in England, 
and in other parts of the world, during 
the life of the Society. R.E. 


“Money and Credit, their Influence on 
Jobs, Prices and Growth; Report of 
the Commission on Money and 
Credit” published by Prentice-Hall, 
Inc. 285 pages; $3.95 cloth, $2.00 
paperback. 

The Commission on Money and 
Credit is a group of American citizens 
brought together in a way that is 
characteristic of the United States; 
by the Ford Foundation, the Merrill 
Foundation for the Advancement of 
Financial Knowledge, and the Com- 
mittee for Economic Development. 
The lists of commission members and 
advisors are impressive, more so than 
the report itself. 

In the Commission’s own words, “it 
has examined the nature of the mone- 
tary and credit system, the role of the 
central bank and the effectiveness of 
its control measures, the debt man- 
agement and monetary activities of 
the Treasury, the broad aspects of 
fiscal policy, the lending and loan 
guarantee activities of federal credit 
agencies, the regulatory policies of 
the federal and state governments and 
their effect on the dominant parts of 
our private financial system, and the 
problems of government organization, 
administration, and coordination of 
monetary, credit and fiscal policies. 
Certain problems of international li- 
quidity, international credit and the 
balance of payments adjustment 
mechanism have also been consid- 
ered.” 


Many recommendations are made 


why should 
a company 


lease 
equipmente 


Because equipment leasing is 
the accepted modern-day 
method of utilizing equipment 
without ownership while still 
keeping working capital for its 
more important functions. 


LEASE YOUR 
EQUIPMENT 


TO MINIMIZE CASH OUT- 
LAYS—You profit from the 
use of new, modern equipment 
now, with a minimum cash 
outlay. 


TO RAISE NEW CAPITAL 
—You can acquire needed cash 
through the sale and lease back 
of present equipment thus pro- 
viding both the use of the equip- 
ment and the cash. 


TO TAKE ADVANTAGE OF 
TAX TIMING—You charge all 
rentals to expense before tax, 
making a greater cash flow 
possible. 

Only you and your principals, 
through knowledge of your 
special needs, can decide the 
best medium of corporate 
financing for your business. 

A phone call or letter to Traders 
Leasing will bring you all the 
information you need. Do it 
to-day. 


TRADERS LEASING 


LIMITED 
associated with 
TRADERS FINANCE 


CORPORATION LIMITED 
HEAD OFFICE 
TRADERS BUILDING, TORONTO 


BRANCHES ACROSS CANADA 
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for improving the operations of Am- 
erican public and private monetary 
organizations, but the changes pro- 
posed tend to be relatively minor in- 
stitutional and structural ones. There 
is certainly nothing radically new in 
them. This is perhaps to be expected. 
The new ideas published in any book 
seem to vary inversely with the num- 
ber of authors. On the other hand, 
the report is a valuable consensus of 
the views of monetary authorities, 
with some dissents, and it may be un- 
fair to expect any more of it. It is 
not likely to hold much interest for 
Canadian readers, however, unless 
they are keen students of monetary 
theory and practice. 


J. E. Sanps, C.A. 
University of Toronto. 


BOOKS RECEIVED 


“Ontario and Quebec Corporation and In- 
come Tax (2nd edition) 1961” published by 
CCH Canadian Ltd.; 303 pages; $3.00. 


This edition contains the full texts of 
Corporation Tax Acts of Ontario and Que- 
bec and of Quebec’s Income Tax Act, as 
well as giving the full texts of the regula- 
tions issued under each of these statutes. 
The second edition consolidates and _ high- 
lights all amendments since the last edition. 
A comprehensive topical index makes it a 
useful addition to the library of the ac- 
countant, lawyer and businessman con- 
cerned with these taxes. 


“Resources for the Third Five Year Plan”; 
published by The Indian Merchants’ Cham- 
ber Economic Research & Training Founda- 
tion; 76, Veer Nariman Road, Fort, Bom- 
bay 1., 148 pages; Rs. 7.00 


This book is an analytical study of the 
monetary resources position in India’s na- 
tional economy and discusses the determin- 
ants for a projection of the rate of increase 
in resources. It penetrates the basic fac- 
tors affecting the economy, revealing the 
nature of the money flow and the socio- 


economic implications of technique, policy 
and organization for mobilization of re- 
sources. 


“Inflation in a Developing Economy’; 
published by The Indian Merchants’ Cham- 
ber Economic Research & Training Founda- 
tion; 121 pages; Rs. 6.00 

The trend of rising prices is causing as 
much concern in India as in other coun- 
tries. The main object of this book is to 
study the causes of inflation and, in the 
light of such analysis, examine the outlook 
for prices in the Third plan period. India 
has stepped into a new era of economic 
growth and anyone interested in her indus- 
trial development will find these two pub- 
lications of interest. 


“The Business of Management” by Roger 
Falk; published by Penguin Books Ltd. and 
distributed in Canada by Longmans Green 
& Company, Toronto; 251 pages; 75 cents 
(paper bound). 

A leading business consultant explains the 
qualities that make a manager and the prob- 
lems that business management has to face 
if it is to meet the challenges of the next 
decade. He discusses business methods, 
selection, human relations etc., and_illus- 
trates his points with a numer of case his- 
tories. Recommended reading. 


Publishers’ Addresses 


The Business Record, National Industrial 
Conference Board, 505 Dorchester Blvd. 
West, Montreal 1, Quebec. 


Canadian Tax Journal, 154 University Ave., 
Toronto 1, Ontario. 


Harvard Business Review, Soldiers’ Field, 
Cambridge, Mass. 


NAA Bulletin, 505 Park Avenue, New 
York 22, New York. 


Oxford University Press, Amen House, E.C. 
4, London, England. 


The Ronald Press Company, 15 E. 26th St., 
New York 10, N.Y. 


The Controller, Prentiss-Hall, 2 Park Ave., 
New York 16, N.Y. 
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Six years have passed since the In- 
stitute held an annual conference in 
Toronto. Any modern Rip Van 
Winkle who chanced to fall asleep six 
years ago and who woke up in time to 
attend the 59th annual conference in 
September would have become acute- 
ly aware of the profession’s progress 
in the intervening period. Although 
the attendance was not the largest in 
the Institute’s history, the distinguish- 
ed speakers at the plenary and tech- 
nical sessions testify to the increasing 
importance of the profession in 
national and international affairs. 


First meeting of the 1961-62 Executive 
Committee after the election of officers 
following the annual general meeting. Left 
to right are: R. L. Bamford (Moose Jaw), 
T. E. Hickey (Summerside), J. W. Abbott 
(Winnipeg) Ist vice-president, J. A. Wil- 
son (Toronto) past president, G. W. Hud- 
son (Moncton) president, R. D. Thomas, 
executive secretary, H. I. Ross (Montreal) 
2nd vice-president, D. R. Lukin Johnston 
(Vancouver) and D. A. Ampleford (Tor- 
onto) treasurer. 


After a brief welcoming address by 
T. C. Kinnear, F.C.A., president of 
the Institute of Chartered Account- 
ants of Ontario, at the opening cere- 
monies in Massey Hall, the Honour- 
able Howard Green, Secretary of 
State for External Affairs, spoke to 
a large gathering of delegates and 
guests on “Canada’s Position in 
World Affairs.” Mr. Green said that 
Canada had played a large part in 
drafting the disarmament proposals 
before the Security Council of the 
United Nations, and described the 
proposals as the “most appealing ever 
presented.” Commenting on the pro- 
posed U.K. entry in the European 
Common Market, Mr. Green ponder- 
ed whether Britain could play her 
role in such a political group and still 
fulfill her obligations as Common- 
wealth leader. 


He was followed by retiring presi- 
dent J. A. Wilson, F.C.A., who called 
upon the 1,000 delegates from across 
Canada to “set a high standard of 
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Sir Ian Bolton, Bt., (left), past president 
of the Institute of Chartered Accountants of 
Scotland and W. H. Lawson, F.C.A. 
(right), past president of the Institute of 
Chartered Accountants in England & Wales, 
who brought greetings from their respective 
Institutes, with J. A. Wilson, F.C.A., past 
president of the Institute. 


moral behaviour and technical ac- 
curacy, to build up and strengthen 
relationships between one _ business 


and another, between business and 
government and between business 
and other countries.” 


Mr. Wilson urged accountants to 
give greater service at home and 
abroad to meet the challenge of over- 
seas trade, and suggested that Can- 
ada play a strong part in establishing 
a world-wide uniform accountability. 
His address, which will be published 
in a forthcoming issue, set the stage 
for the international theme of the con- 
ference at the plenary and some of 
the technical sessions. 


These remarks came just 24 hours 
prior to an address by the Right Hon- 
ourable Reginald Maudling P.C., 
M.P., former president of the British 
Board of Trade and now Colonial 
Secretary. Mr. Maudling spoke on the 
international aspects of investment. 


Mr. Maudling said the disparity 
between the rich and poor has grown 
beyond the national level, and sug- 


gested investment in developing coun- 
tries could lead to the long-term 
peace of the world. He noted the 
fast rising development of interna- 
tional investment between the indus- 
trial countries, but said there was a 
moral obligation to help the develop- 
ing countries. 


Speaking on the same subject from 
the American viewpoint was the Hon- 
ourable Willis C. Armstrong, charge 
d’affaires, U.S. Embassy, Ottawa, who 
delivered a paper prepared by Edwin 
M. Martin, U.S. assistant secretary of 
state for economic affairs. Mr. Mar- 
tin’s address stated there was too 
little U.S. private investment in un- 
developed areas, and that he was im- 
pressed by the individual contact 
open to private enterprise. Mr. Mar- 
tin suggested that the most significant 
feature of this century would be the 
success with which the problems cre- 
ated by the final disintegration of 
many ancient societies and cultures 
under the impact of western progress, 
were handled. 


At the Government of Ontario 
luncheon on Monday, September 25, 
the Honourable William Goodfellow, 
provincial Minister of Agriculture, ex- 
tended greetings and George Gather- 
cole, deputy minister, Department of 
Economics, told members that resurg- 
ence of the war-devastated economies 
of Europe and Japan has contributed 
to the industrial maladjustments of 
Canada. He said that the secondary 
manufacturing industries were being 
hit the hardest, as foreign countries 
are now able to compete effectively. 


The members’ luncheon on Wed- 
nesday, September 27, when Michael 
A. Denega, of Calgary, was presented 
with the Governor-General’s Gold 
Medal for top standing in the 1960 
uniform final examinations by retiring 
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president J. A. Wilson, was addressed 
by Dr. Claude T. Bissell, president of 
the University of Toronto and chair- 
man of the Canada Council. Dr. 
Bissell said that a man with the abili- 
ty to grasp the consequences of 
events, the boldness to break the log- 
jam of routine and with a mind that 
will not be imprisoned by the past is 
worth a thousand skilled technicians. 


“This is as true in the conduct of 
international affairs as it is in the 
conduct of your own business,” said 
Dr. Bissell. “I know of no infallible 
prescription for the production of 
such a person; but I do know that 
without the constant, intensive and 
widespread study of the great works 
of thought and imagination, we can 
never hope to produce him.” 


At the annual general meeting of 
members, greetings were extended by 
Sir Ian Bolton, a past president of the 
Institute of Chartered Accountants of 
Scotland; W. H. Lawson, past presi- 
dent of the Institute of Chartered 
Accountants in England and Wales; 
and by John L. Carey, executive direc- 
tor of the American Institute of Certi- 
fied Public Accountants. The report of 
Council, the treasurer's report and 
committee reports were submitted. 
Later, Council met to elect George 
W. Hudson, F.C.A., of Moncton, pres- 
ident of the 10,000-member Institute. 
He succeeds J. A. Wilson, F.C.A., of 
Toronto. James W. Abbott, F.C.A., of 
Winnipeg, was named first vice-pres- 
ident; and Howard I. Ross, of Mont- 
treal, second vice-president. Other 
executive officers include: T. Earle 
Hickey, of Summerside, P.E.I.; D. R. 
Lukin Johnston, F.C.A., of Vancou- 
ver; and R. L. Bamford, F.C.A., of 
Moose Jaw, Saskatchewan. Douglas 
A. Ampleford, F.C.A., of Toronto, was 
re-elected treasurer. 


Wednesday morning, September 27, 
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was devoted to four simultaneous 
sessions on: 1) Practical Steps to Im- 
prove Financial Statements; 2) Ana- 
lyzing Capital Expenditure and Re- 
turn on Investment; 3) Some Aspects 
of Corporate Organization; and 4) 
Current Taxation Problems. All ses- 
sions were well attended. 


In the first session, speakers were 
Carman Blough, former director of 
research for the American Institute of 
CPAs, and W. H. Lawson, past presi- 
dent of the Institute of Chartered 
Accountants in England and Wales. 
Mr. Blough stated that practical steps 
to improve financial statements were 
being made constantly, and that no 
matter how many problems were 
solved, new ones always cropped up. 
He said the English-speaking coun- 
tries had made the greatest progress 
in exchanging views over the years 
and added that, with the expansion of 
foreign business, the problem of de- 
veloping internationally accepted ac- 
counting principles will take on 


Honourable Howard C. Green, P.C., M.P., 
Secretary of State for External Affairs. 





Left to Right: C. D. Mathers, 
president, Canadian Manufactur- 
ers Association; A. J. Milner, 
president, Investment Dealers As- 
sociation; G. W. Hudson, F.C.A., 
president, Canadian Institute of 
Chartered Accountants. 


Left to right: A, J. Little, F.C.A., 
chairman, Board of Governors, 
Canadian Tax Foundation; J. A. 
Wilson, F.C.A., past president 
Canadian Institute of Chartered 
Accountants; Dr. C. T. Bissell, 
Ph.D., D.Litt., president, Canada 
Council and University of Toronto. 
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Mr. Reginald Maudling, P.C., 
M.P., president of the British 
Board of Trade (centre) and 
Honourable Willis P. Armstrong, 
charge d affaires, U.S. Embassy, 
Ottawa, (right) addressed a plen- 
ary session on September 26. With 
them in the picture is Hugh T. 
Aitken, C.A., president, Export 
Credits Insurance Corporation, 
Ottawa, chairman of the meeting. 























M. A. Denega of Calgary receives 
Governor Generals gold medal 
from retiring president J. A. Wil- 
son, F.C.A. and I. H. Bell, F.C.A. 
past chairman, Provincial Insti- 
tutes’ Committee on Education 
and Examinations. 
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greater importance. Mr. Lawson re- 
minded delegates that one of the main 
purposes of the financial statement is 
to show the amount of profit avail- 
able for shareholders and to safeguard 
the rights of creditors. He suggested 
there was more research needed on 
what information, if any, should be 
given to shareholders about the effects 
of inflation on the business; what 
steps can be taken to deal with the 
difference between taxation profits 
and accounting profits; and what is 
meant by the principle of realization 
and how it should be interpreted in 
calculating revenue and capital pro- 
fits in a variety of different circum- 
stances. 

Gordon E. Crandall, director of 
economic research for the United 
States Rubber Company, was the sole 
speaker for the second topic — “Ana- 
lyzing Capital Expenditure and Re- 
turn on Investment.” He said millions 
of dollars in investment have been 
lost because of the pitfalls of sales 
forecasting. His suggestion for im- 
proving total company returns on 
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investment were: new products, ex- 
pand profitable ones; improve present 
processes through technical, industrial 
and management engineering; drop 
chronic losers; reduce excess invest- 
ment. 

“Trends in Corporate Organiza- 
tion”, by R. C. Berry, C.A.; “The Fin- 
ancial Officer’s Position in the Corpor- 
ate Organization”, by G. F. R. Plum- 
mer, F.C.A., president of Dunlop 
(Canada) Ltd.; and “The Function of 
Committees”, by F. W. Hurst, vice- 
president and treasurer of Consumers’ 
Gas Co., were the topics for the third 
session. Mr. Berry stated that, during 
the next five years, the computer 
would come into its own as an ac- 
counting tool of management, and 
said accountants must consider the ef- 
fect which this transformation will 
have on corporate organization. Mr. 
Plummer felt that some period of 
every executive's career should be 
spent in the accounting department to 
better understand the overall statisti- 
cal operations of the company. He 
said the financial officer has to re- 





R. D. Thomas, C.A. the Institute’s executive secretary was host at a dinner for John L. 


ae 


Carey, executive director of the American Institute of CPAs and Provincial Institute 
Secretaries. Left to right: C. D. Mellor (Que.); R. D. Thomas (CICA); J. L. Carey 
(AICPA); T. Merrilees (Ont.); J. D. Greive (Nfld.); E. L. Affleck (B.C.) 
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port and advise on operations, not 
direct them. Mr. Hurst outlined the 
committee function, saying it had a 
definite place in the corporate organ- 
ization. 

Toronto lawyers R. Bredin Stapells 
and John G. McDonald, speaking in 
the fourth session, urged a more 
simple tax structure. Mr. Stapells said 
there seemed to be little logic behind 
Canadian tax laws, except to collect 
tax, and suggested the present tax 
structure is at odds with the economic 
facts of life. He said Canadian cor- 
poration taxes are higher than those 
paid by competitors in other coun- 
tries, putting Canadian producers at 
a disadvantage in world markets. 


The opening reception Sunday 
evening, September 24, set the course 
for the social activities. Literally “all 
hands were on deck” at H.M.C:S. 
York, as many of the delegates “came 
aboard” after registration at the Royal 
York Hotel on Sunday afternoon. A 
luncheon and fashion show were held 
at the Granite Club for the ladies on 
September 25, and in the evening, 
members and their ladies attended a 
medieval-type carnival with dancing, 
entertainment and games at the 
famous Casa Loma. Tuesday after- 


A sizeable complement of ladies turned up 
for lunch and a fashion show at the Granite 
Club on September 26. 


THE CANADIAN CHARTERED ACCOUNTANT, NOVEMBER, 1961 


Mr. and Mrs. J. W. Abbott (left), Ist vice- 

president, Canadian Institute of Chartered 

Accountants, with Ontario Institute presi- 
dent T. C. Kinnear and Mrs. Kinnear. 


noon was free, with most of the mem- 
bers and their wives taking advantage 
of the Jockey Club’s invitation to 
watch the “sport of kings” at the New 
Woodbine race track. A trip to 
Niagara Falls was also provided. The 
conference closed with a formal din- 
ner, when the new president and 
executive were formally introduced, 
and this was followed by an evening 
of dancing. 

Each annual conference may rightlv 
be considered a milestone at which 
we look back and, if we are wise, look 
forward. The one recently concluded 
is no exception. Next year — on the 
occasion of the Institute’s diamond 
jubilee — the meeting will take place 
in Fredericton, New Brunswick, from 
August 26-29. 


S 


Medieval jousting was an attraction at the 


Casa Loma Carnival, and was accom- 
plished without incident. 
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OFFICERS AND COMMITTEES, 1961-1962 
Executive Committee 








President — George W. Hudson 
First Vice-President — James W. Abbott 
Second Vice-President — Howard I. Ross 
Immediate Past President — John A. Wilson 






Regional Representative — T. Earle Hickey 
Regional Representative — D. R. Lukin Johnston 
Regional Representative — R. L. Bamford 
Treasurer — Douglas A. Ampleford 






Executive Secretary — R. D. Thomas 







Council 











British Columbia — J. B. Ewing, W. G. Holms, J. S. McVicar 

Alberta — W. Fay Anderson, E. A. Christenson, D. A. McGregor 
Saskatchewan — R. Morgan Dill, Cameron A. Fraser, R. G. McCartney 
Manitoba — W.H. Gray, D. A. Tomlin 

Ontario — W.J. Ayers, T. C. Kinnear, W. G. Leonard 

Quebec — Paul Bruneau, F. T. Denis, Wm. V. Victor 

New Brunswick — A.L. Barkhouse, G. A. Oulton 

Nova Scotia — G.H. Johnson, R. J. MacBurnie 





Prince Edward Island — J. L. Gorrill, C. C. Hickey 
Newfoundland J. W. Conway, S. N. Inkpen 











Committees 


COMMITTEE ON ACCOUNTING AND AUDITING RESEARCH 
J. R. Church*, chairman, R. M. Skinner*, deputy chairman, W. Fay Anderson (Alta.), 
W. M. Brace* (Ont.), R. H. Busche (N.S.), I. B. Campbell* (Que.), J. A. D. Craig® 
(Ont.), R. B. Dale-Harris® (Ont.), L. P. Kent® (Que.), Emile Maheu® (Que.), H. S. 
Moffet* (Que.), H. D. Rendall (Sask.), J. K. Walker® (Ont.). 

* Member of sub-committee. 











Study Groups: 







Reliance on Other Auditors 
W. L. L. McDonald, chairman, D. A. Ampleford (Ont.), R. B. Dale-Harris (Ont.), G. 
R. Ferguson (Ont.), T. A. M. Hutchison (Ont.), J. A. Wilson (Ont.), J. R. M. Wilson 
(Ont. ). 







Oil Accounting 
V. C. Morrison, chairman, R. P. Alger (Alta.), W. F. Anderson (Alta.), H. W. Bliss 
(Alta.), A. G. Burton (Alta.), T. S. M. Gard (Alta.), D. R. Hagerman (Alta.), J. G. 
Hutchison (Alta.), D. A. McGregor, (Alta.), F. J. Mair (Alta.), J. S. McGibbon (Alta.), 
R. F. Phillips (Alta.), W. K. Tanner (Alta.). Eastern advisory members: F. W. Hurst 
(Ont.), T. A. Abel (Ont.), Donald Smith (Ont.), W. G. Stewart (Ont.). 










Municipal Accounting and Auditing 
Paul Hickey, chairman, P. T. Hunt (Ont.), J. R. McInnes (Man.), H. A. Renouf (N.S.), 
D. A. Young (Ont.), (appointment from Quebec yet to come). 


ANNUAL CONFERENCE COMMITTEE 
W. I. Hetherington, chairman, H. F. Richards (N.B.), co-chairman, A. L. Barkhouse 
(N.B.), W. R. Corner (Que.), R. W. Dilworth (Ont.), J. H. Reid (Ont.), John Wight 
(Que.), R. A. Wildgoose (Man.), Roland R. Pouliot (Que.). 
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COMMITTEE ON OBJECTIVES AND ORGANIZATION 
J. R. M. Wilson, chairman, W. G. Chick (Ont.), J. A. D. Craig (Ont.). 


COMMITTEE ON THE COMPANIES ACT 
G. P. Keeping, chairman, R. B. Dale-Harris (Ont.), C. L. King (Ont.), T. A. M. 
Hutchison (Ont.). 


COMMITTEE ON CONTINUING EDUCATION 


C. C. Mackenzie *, chairman, R. C. Berry (Que.), R. H. Busche (N.S.), L. Jéréme 
Carriére® (Que.), W. B. Coutts* (Ont.), Herbert Hartley (Alta.), Ivor E. Laws (N.B.), 


K. H. C. Laundy* (Ont.), E. W. Pope (Man.), A. M. Reid (B.C.). 
* Members of the executive group 


COMMITTEE ON MAGAZINE AND PUBLICATIONS 
W. Grant Ross, chairman, W. Hugh Flynn (Ont.), J. K. Hill (Ont.), Wm. Hogben (Ont.), 
G. Meredith Smith (Que. ). 


COMMITTEE ON PUBLIC RELATIONS 
R. D. Mackenzie, chairman, A. W. Bruce (Que.), G. D. Dennis (P.E.I.), N. C. Hagan 
(Sask.), J. G. Hutchison (Alta.), L. E. Newth (Ont.), R. A. Robertson (N.S.), D. C. 
O’Brien (B.C.) 


TAXATION COMMITTEE 
L. J. Smith, chairman, Marcel Belanger (Que.), D. F. C. Burton (N.S.), R. W. Dilworth 
(Ont.), J. P. Kinghorn (Que.), W. C. Shakespeare (Ont.), H. O. Spindler (Que.), 
G. N. Wildgoose (Alta.). 


PROVINCIAL INSTITUTES’ 
COMMITTEE ON EDUCATION AND EXAMINATIONS 
R. N. A. Kidd, chairman, Victor Houghton, vice-chairman, J. W. Beech (Man.), T. P. 
Brown (Que.), W. E. Clarke (Sask.), R. G. Flewwelling (N.B.), Eric Geddes (Alta.), 
J. L. Gorrill (P.E.1.), P. S. Leggat, J. M. Moynes (B.C.), G. M. Murray (N.S.), N. M. 
Porter (Nfld.), J. P. Robertson® (Ont). 
* Chairman, Sub-Committee on Courses of Instruction. 


Sub-committees: 

Board of Examiners-in-Chief 
Victor Houghton, chairman, J. R. Barker (Ont.), E. M. Davison (N.S.), D. C. R. Horne 
(Que.), J. M. Hutton (B.C.), D. R. Smith (Man.), J. J. St. Pierre (Que.), C. F. Wester- 
man (Sask.). 


Long Range Educational Planning 
P. S. Leggat, chairman, E. W. B. Adamson (Alta.), P. J. Gardiner (Nfld.), K. M. Place, 
(Que.), D. C. Stewart (Ont.), F. E. Walden (B.C.). 


Procuring Examination Questions 
Philip Aspinall (Que.), G. C. Baird (Nfld.), R. W. Black (N.B.), T. P. Brown (Que.), 
E. A. Christenson (Alta.), J. E. Cook (N.B.), R. Crone (Sask.), C. J. Dutot (Nfld.), 
C. H. Hartling (N.S.), K. H. C. Laundy (Ont.), J. L. MacDonald (Man.), A. N. MacNeill 
(P.E.1.), A. W. Moore (Man.), R. W. Park (B.C.), R. B. Richards (Sask.), D. A. 
Roscoe (N.S.), R. F. Selby (Ont.), E. W. Twohig (N.S.), C. W. Worden (Sask.), 
B. W. Yip (B.C.). 


AUDITORS OF THE CANADIAN INSTITUTE 
J. A. Allen D. K. McNair 
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COLD CASH.... 


your client’s surest form 
of credit protection 


through the CANFACTOR 
NON - RECOURSE FAC- 
TORING PLAN, available 
only from Canadian Fac- 
tors Corporation. 


The CANFACTOR 
PLAN 
gives your client immedi- 


ate cash upon shipment 


with no subsequent re- 
course against him, while 


his customer is billed ac- 
cording to existing terms. 


This surest form of credit protection disposes of all his credit and collec- 
tion worries at one stroke, enables him to concentrate on gainful business 
activities. For more information, call VIctor 9-8681 or write: 


CANADIAN FACTORS CORPORATION 


Limited 
423 Mayor Street, Montreal 2, Que. 
Established 1931 


The fourth edition of 
Financial Reporting In Canada — $5.00 


@ a new format @ simplified tables 


The latest information on the generally accepted practices of financial 
reporting as represented by the financial statements of 300 Canadian 
companies for the years 1957, 1958, 1959 and 1960. 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 


Please send me a copy, ...... copies, for delivery about Nov. 20. 


NAME 





ADDRESS 
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NEWS OF OUR 


Alberta 


Thomas Grandin, C.A., has been 
pointed a director of Banff Oil Ltd. 

Morton, Hills & Co., Chartered Account- 
ants, announce the removal of their offices 
to 300 Lancaster Bldg., Calgary. 


British Columbia 


Thomas Chambers, C.A., who has been 
comptroller of B.C. Electric Co., Van- 
couver, since 1948, has been appointed 
treasurer-comptroller and manager of the 
financial division. 

J. E. Paterson, C.A., announces the re- 
moval of his offices to 929 Birks Bldg., 718 
Granville St., Vancouver 2. 

Collins & Collins, Chartered Accountants, 
announce the removal of their Vancouver 
offices to The Burrard Bldg., (13th Floor), 
Vancouver 5. 

E. A. Campbell & Co., Chartered Account- 
ants, announce the removal of their Grand 
Forks office to the Gray Bldg., Riverside 
Ave., Grand Forks. 

A. D. Hamilton, C.A., announces the ad- 
mission to partnership of W. W. Yip, C.A. 
Henceforth, the practice of their profession 
will be conducted under the firm name of 
Hamilton & Yip, Chartered Accountants, 
810-675 West Hastings St., Vancouver 2. 

Ronald Bailey, C.A., announces the re- 
moval of his offices to 25 S. 10th Ave., 
Star Bldg., Cranbrook. 


ap- 


Manitoba 


The appointment of Louis Driscoll, C.A., 
as general manager of United Grain Growers 
Ltd., Manitoba, has been announced. J. 
Wachal, C.A., has been appointed treasurer 
and comptroller of that company. 

Mac Nichol, C.A., Winnipeg, has been 
appointed special investigator for the law 
society of Manitoba. 

R. A. White, C.A., has been elected presi- 
dent of Obnova, the Canadian Federation 
of Ukrainian Catholic student organizations, 
Winnipeg. 


Ontario 
Malcolm Welch, C.A., has been appointed 


MEMBERS 


president of the Ottawa Welfare Council, 
Ottawa. 

C. H. Tod, C.A., has been appointed 
vice-president and secretary-treasurer of 
Combined Enterprises Ltd., Toronto. 

J. G. Dagg, C.A., has joined Brinton- 
Peterboro Co., Peterborough as comptroller. 

The appointment of Ralph Banner, C.A., 
as comptroller of Continue-Flo Heating 
Products Ltd., Burlington, has been an- 
nounced. 

M. W. Wesbrook, C.A., and J. C. Win- 
law, C.A., announce the admission to part- 
nership of W. B. Douglas, C.A. Hence- 
forth, the practice of their profession will 
be conducted under the firm name of Wes- 
brook, Winlaw & Douglas, Chartered Ac- 
countants, 29 Wellington St. N., Wood- 
stock, 

B. E. Hicks, C.A., has been appointed 
assistant director for professional courses at 
McMaster University, Hamilton. 

S. A. Martin, C.A., has been appointed 
to the faculty of Harvard University, Grad- 
uate School of Business Administration. 


Millard, Rouse & Rosebrugh, Chartered 
Accountants, 65 Kent St. S., Simcoe, an- 
nounce the admission to partnership of 
Robert Heatherington, C.A. 

Boyce, McCay, Duff & Co., Chartered 
Accountants, announce the retirement from 
practice of R. L. Boyce, C.A., and the ad- 
mission to partnership of Roy O’Brien, C.A. 
Henceforth, the practice of their profession 
will be conducted under the firm name of 
McCay, Duff & Co., Chartered Accountants, 
329 Waverley St., Ottawa. 

Ward & Aldersley, Chartered Account- 
ants, and G. R. Weiler, C.A., announce the 
merger of their practices under the firm 
name of Ward, Weiler & Aldersley, Char- 
tered Accountants, 286A Tenth St., Han- 
over, and 129 Durham St., Walkerton. 


Donnelly & McKillican, Chartered Ac- 
countants, announce the removal of their 
offices to 252 Reglan St. S., Renfrew. 

W. R. 'N. Campbell, C.A., has been ap- 
pointed controller of Tip Top Tailors Ltd., 
Toronto. 
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PORT FOLIO Accounts entrusted to our Portfolio Department are 


under constant supervision by experienced investment 


MANAGEMENT analysts. —] A decision to buy or sell, hold or exchange 


' | any security is made only after consultation with our 
SER CE Research staff who are continuously appraising the 

general economic scene and the progress of Canadian 
corporations. [) We would welcome the opportunity of showing you how our 


Portfolio Management Service can relieve you of your investment problems while 
improving your investment results. 


BURNS BROS. & DENTON LTD. 


Toronto » Montreal - Ottawa - Hamilton » Winnipeg - Vancouver » New York 


If so, SUN LIFE OF CANADA hel 
Are you a D 0 C T 0 R F yin tons an uncertain tomorrow. Tt 


ACCOUNTANT- / sy*v.t ire nor likely tobe under ' regulas 


pension scheme, and 2) your a income 


ENGINEER- stops immediately upon your death. The Sun Life 


can solve both these problems. The proper life 
insurance —— can provide a retirement income 


LAWYER- for you, and protection for your family in the event 


of your death. 


or other If you are a member of a professional partnership, you 

will want to learn about Sun Life’s Partnership insurance, 

professional and the way it protects all members of a partnership— 

and consequently their families—in the event of death. 

man? Details are yours without obligation by just mailing the 
coupon below. 


SS 


: SUN LIFE ASSURANCE COMPANY OF CANADA 
ig 218 Sun Life Building, Montreal 


Without obligation, please send me further particulars on Sun Life’s Partnership 
insurance. 


NAME 
please print 
EE 


besser 
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Ks 
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The appointment of R. B. Wilson, C.A., 
as general accountant of N. Slater Co. Ltd., 
Hamilton, has been announced. 


# em inn. ” Cecil Richards, C.A., has been appointed 
SHOW YOUR CLIENTS x superintendent of insurance for the province 


| HOW TO WORK THEIR} = Orr. 
ie Fruitman, Smith & Co., Chartered Ac- 
ACCOU NTS iy countants, announce the dissolution of their 

ig partnership. Lou Fruitman, C.A., will con- 

My tinue the practice of his profession under 
the firm name of Fruitman, Fruitman & 
Co., Chartered Accountants, 1801 Eglinton 
Ave. W., Toronto. E. B. Smith, C.A., will 
continue the practice of his profession under 
the firm name of Earl B. Smith & Co., 
Chartered Accountants, Suite 602, 12 Rich- 
mond St. E., Toronto. 

George McIntyre, C.A., has been appoint- 
ed assistant treasurer and assistant secretary 
of Brunswick of Canada Ltd., Dixie. 

Matthews, Partridge & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 295 Brock St., Kingston. 


Newfoundland 


G. W. Rowe, C.A., has been appointed a 
member of the Royal Commission which 


Accounts receivable can be a 
veritable gold mine for clients 
who are not moving ahead the 
way they should because of fro- 
zen funds. Introduce them to the 
AETNA factoring plan. It costs 
less than you may think, and 
offers 


e provision of funds when needed 


* additional working capital has been set up to study the trucking in- 


e reduction of clerical work dustry in Newfoundland. 
increased production and sales 
Quebec 


eater profits , 
tt E on Gaston Beaudoin, C.A. annonce l’ouverture 
eliminating credit risks de son bureau pour l’exercice de sa pro- 
fession au 826 Belvedére Sud, Suite 105, 


AETNA’S service is Sherbrooke. 


unique . . . comprehen- | War's Saskatchewan 

sive... personal. Let us | Fa? Peat, Marwick, Mitchell & Co., Chartered 
send you the complete | J Accountants, announce the admission to 
story. Feel free to discuss | (\ partnership of J. M. Fowlis, C.A. in their 
specific clients’ problems | Saskatoon office. 

with us. Write for free 


booklet. 
OBITUARY 


We regret to announce the death of the 
following member: 


HOUSE, WILLIAM HERBERT, who died 
following a lengthy illness on September 
18, 1961, at the age of 33. He qualified 
for membership in the B.C. Institute in 1955 
and was associated with the Department 


AETNA FACTORS of National Revenue, Taxation Division, 


CORPORATION LIMITED Vv Mr. Hi f 
MONTREAL: 400 ONTARIO ST. W. — 288-5115 ancouver. Mr. House was one of New 
TORONTO: 80 RICHMOND ST, W. — 362-7508 Westminster’s outstanding softball, basket- 

ball and hockey stars, as well as a prominent 


bowler. 
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YOUR TELEPHONE COMPANY 
CARRIES JUST ONE LINE... 


and it’s a complete package! 


NOT EVERY BUSINESSMAN NECESSARILY KNOWS 
WHETHER OR NOT HE HAS COMMUNICATION 
PROBLEMS. What many businessmen have discovered 
is the fact that not just some, but a//, of the types of 
communications they need are available from one source 
++. your telephone company. 

Your telephone company has built and maintains 
the most comprehensive communication network in the 
world. It is a vast interlocking complexity of microwave 
and line facilities that literally puts the world at your 
fingertips. 


TELETYPE 


TRANS-CANADA 
Supplying ever-wider horizons in communications... 


YOUR 
TELEPHONE 
COMPANY 


You can use a small, medium or large piece of this 
network...for any and all communication needs, whether 
it be to speak, write, see or control... for the transmission 
of words, voice, picture or data. 

To “plug in” on this network—whether it be for the 
most complex data processing requirement, or simplest 
teletype installation, even within the same city—call the 
business communications office of your telephone com- 
pany—specialist in one important field only—complete 
communications. 


FACSIMILE TELEMETERING 


TELEPHONE SYSTEM 


Canada's ten provinces are linked through the facilities of the eight major 
Canadian telephone companies, providing the only complete nationwide 
telecommunications network for every communications need and con- 


necting with telephone companies throughout the continent and abroad. 


The Avalon Telephone Company, Limited — Maritime Telegraph and Telephone 
Company, Limited — The New Brunswick Telephone Company, Limited — 
The Bell Telephone Company of Canada — Manitoba Telephone System — 
Saskatchewan Government Telephones — Alberta Government Telephones — 
British Columbia Telephone Company. 








INSTITUTE NOTES 





CANADIAN INSTITUTE 
Personal History Sheets: The personal his- 
tory sheets designed for use with the In- 
stitute’s orientation test for prospective 
students, and which have been used for a 
number of years by many practicing firms 
as job application forms, have now been 
completely revised. The new form will con- 
tinue to serve a basic part of the Institute’s 
personnel selection programme, but will 
also be valuable to practicing members and 
firms as job application forms for chartered 
accountants, students and clerical staff. 
Supplies of the revised personal history 
sheets are now available from the Institute 
at $5.00 per hundred, or 75 cents per 
dozen. A specimen of the revised form is 
available, without charge, upon request. 


B.C. INSTITUTE 


C.A. Club of Vancouver: The inaugural 
luncheon meeting of the 1961-62 season was 
held September 7 at the Hotel Georgia, 
when D. McL. Anderson was elected presi- 
dent. R. L. Worsley is vice-president; A. 
D. Hamilton, secretary-treasurer; W. A. 
Farlinger, G. Hammond and C. G. Pew, 
board of directors. The club hosted suc- 
cessful candidates in the 1961 final uni- 
form examinations. 


Vancouver Island C.A. Club: Robert W. 
Bonner, Q.C., Attorney-General for the 
Province of British Columbia, was _ the 
guest speaker at the opening meeting at 
the Pacific Club in Victoria. Awards were 
made to students Robert J. Casilio and 
Philip S. Winterbottom, who led the Van- 
couver Island candidates in the 1961 inter- 
mediate and primary examinations. 
Graduation Dance: Membership certificates 
were awarded at a convocation ceremony 
in Brock Hall on the U.B.C. campus Octo- 
ber 21, the day following a graduation din- 
ner dance at Vancouver’s Bayshore Inn. 


ONTARIO INSTITUTE 
Presentation of Certificates: There will be a 
convocation of new members and_ their 
friends for the presentation of membership 
certificates on November 24 at the Royal 


York Hotel. The members’ formal (black 
tie) dance will be held on the same date 
in the Arcadian Court of the Robert Simp- 
son Company. 


1962 Annual Conference: The Institute’s 
conference will be held May 28 and 29, 
1962, on the campus of the University of 
Western Ontario in London. Gordon Mac- 
Dougall, F.C.A., heads the conference 
committee. Local arrangements are in 
charge of the Western Ontario C.A. Club. 


Hamilton and District C.A. Club: The 
Chartered Accountants Association in this 
area held a dinner meeting October 5, and 
was addressed by Joseph Connell, general 
secretary of the Kitchener-Waterloo 
Y.M.C.A. Awards were also presented to 
the 1961 graduates. 


Management Education: The Department 
of Trade and Commerce, in conjunction 
with the Association of Canadian Schools 
of Commerce and Business Administra- 
tion, has published a booklet listing more 
than 400 part-time non-degree courses in 
business subjects being offered by Cana- 
dian universities. The Ontario Institute has 
a reference copy in the Library, while 
copies can be obtained, without charge, 
from the Editorial and Arts Services Di- 
vision, Trade and _ Publicity Branch, 
Department of Trade and Commerce, Ot- 
tawa. 


Professional Conduct: (i) Advertising for 
Management Consulting Personnel: The 
Professional Conduct Committee and the 
Council have recently reconsidered the 
question of advertising for personnel by 
C.A. firms operating management consulting 
divisions within their practices. While 
Rule 18(c) has operated previously to pre- 
vent C.A. firms from referring to manage- 
ment consulting divisions within their prac- 
tices, management consulting firms separat- 
ed from public practices have not been so 
restricted. The Council now advises mem- 
bers that C.A. firms having consulting di- 
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visions within their practices may refer to 
them in advertisements for management 
consulting personnel, provided that objec- 
tive terms are used regarding the qualifica- 
tions sought in the applicants and that ob- 
jectivity is observed generally throughout 
the advertisements. 


(ii) Interpretation of Rule 25(b): Under 
the provisions of By-law 65, the Council 
has recently made an interpretation of the 
word “associated” as it is referred to in 
Rule 25(b). The Council’s view is that, 
for the purposes of this rule, only those 
members who, in any firm, are considered 
financially responsible for the actions of 
the firm and to whom the public can look 
for recourse, should be deemed “associated” 
with that firm. This interpretation would 
prevent announcements to the effect that a 
member has joined a particular firm, where 
he is not joining as a financially responsible 
partner but as an employee. It would 
also prevent the listing of employee mem- 
ers on firms’ letterheads or in any other 
public way. 


(iii) Announcement cards: In the Introduc- 
tory Notes to the Rules of Professional Con- 
duct issued June 30, 1961, it is suggested 
that announcement cards sent by members 
through the mail should be of no larger 
proportions than two newspaper columns 
wide by 3” deep. Based on a newspaper 
column of 2” this would indicate a card 
of size 4” x 3”. It has been represented 
to the Institute, however, that this size is 
inappropriate in a mailed announcement 
card and that a standard card which has 
been used in the past of approximately 5” 
x 4” should be permitted in the future. The 
Professional Conduct Committee’s main 
concern is to ensure that cards or news- 
paper announcements are kept to reason- 
able proportions and the Chairman of the 
Committee indicates that a card of approxi- 
mately 5” x 4” may be used when sent 
through the mail. 


The editor welcomes information for this 
column. News of members and provincial 
Institutes’ activities received up to and in- 
cluding the 11th of the month will appear 
in the following issue of the journal. 
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Parr 


ACL 
BUSINESS 


A Modern Plan for ADD- 
ED PROFIT 
* FACTORING 
¢ ACCOUNTS RECEIV- 
ABLE FINANCING 
* INVENTORY 
FINANCING 
* MACHINERY, EQUIP- 
MENT FINANCING 
To be a client, you need 
only demonstrate customer 
acceptance and inherent ca- 
pacity to grow. 
Lombank-Heller executives 
are business men and busi- 
ness minded. Their objec- 
tive is to help you make 
MORE: PROFIT. Lom- 
bank-Heller never attempts 
to control company policy 
of exercise voice in man- 
agement, 
Learn how Lombank-Hel- 
ler Factors may improve 
your profit-picture with a 
flexible program tailored 
to your needs: There is no 
obligation when you write 
or telephone .. . 


LOMBANK-HELLER 


(ay ee 


Fr 


100 University Avenue 
Toronto, Ontario 

@ EMpire 2-6591 
6339 St. Hubert Street 
Montreal, Quebec 

© CRescent 3-3345 








CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Rates: Positions wanted, $7.00 per column inch; Positions offered, $10.00 per 
column inch; Professional opportunities, $15.00 per column inch; Semi-display 
rate, $17.00 per column inch. 


Closing date is 11th of preceding month; 10th of preceding month for semi-display 


OLD ESTABLISHED firm of Chartered 
Accountants desires purchase practice in 
Toronto area. Box 401. 


PRACTICE WANTED in Montreal area, 
small to medium size, with mainly English- 
speaking clientele. Please reply to Box 399. 


PRACTICE WANTED: Montreal C.A. 
wishes to purchase small to medium size 
accounting practice. Box 358. 


PRACTICE WANTED. Toronto, outright 
purchase or part interest up to $60,000. 
Cyril H. Rosenthal & Co., LE 1-2535. 


PURCHASE OR SUCCESSION of public 
practice wanted in Winnipeg area by C.A. 
Box 402. 


PRACTICE WANTED, Montreal, $5,000— 
$25,000, by two young C.A.s; by purchase 
or succession arrangement. Box 398. 


CHARTERED ACCOUNTANT, 30, Tax 
Dept. experience, wishes to purchase small 
practice or a partnership offer in south west 
Ontario. Box 405. 


QUALIFIED chartered accountant, female, 
wanted to act as full-time secretary of ac- 
counting practice committee of national firm 
of chartered accountants. Recent graduate 
acceptable. Box 403. 


CHARTERED ACCOUNTANT: A rapidly 
expanding Nova Scotia company requires 
an accountant to be responsible for main- 
taining accounting records and to act in a 
semi-managerial capacity. Commencing 
salary $6,000 (depending on qualifications ) 
and health and pension benefits. 


This opening offers an accountant with an 
interest in business administration an ex- 
cellent opportunity to play an _ essential 
part in the development of a growing 
business organization. Reply in writing, 
stating age and qualifications to Box 407. 


EXPERIENCED CHARTERED account- 
ant, age 43, presently practicing with in- 
ternational firm under American flag, wishes 
to return to Canada. Willing to consider 
practice, internal audit, financial or ad- 
ministrative management. Canadian refer- 
ences and summary will be furnished on 
request. Box 400. 


CHARTERED ACCOUNTANT — Toronto, 
with nucleus of growing practice, desires 
position leading to partnership or succes- 
sion prospects. Box 406. 


CHARTERED ACCOUNTANT, B.Com., 
early forties, with several years in industry, 
interested in suitable opportunity to return 
to public accounting. Toronto-Hamilton area 
preferred. Box 404. 
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BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 














PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 











900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 





STEWART, SMITH & MACKEEN 
Barristers and Solicitors 


Roy Building ee ckee., Bi, ei Halifax, N.S. 





















ROSS & ROBINSON 
Barristers and Solicitors 












Canadian Imperial Bank of Commerce Chambers - Hamilton, Ont. 





GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 












88 Metcalfe Street - - - - - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 











The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 






McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


200 University Avenue - - - - Toronto 1, Ont. 





MELVILLE O’DONOHUE, B.Com. 
Barrister and Solicitor 


12 Richmond Street East’ - - - - Toronto 1, Ont. 


STAPELLS, SEWELL, STAPELLS, PATTERSON & RODGERS 
Barristers and Solicitors 


112 Yonge Street - - - - . - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - -  -  - = Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 
Royal Bank Building - - - -  - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 








MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 





2236 Albert Street - - - - - - Regina, Sask. 















LIFE INSURANCE 







NORMAN COWAN, C.L.U. 
Insurance Counsellor & Pension Consultant 


Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 


THE IMPERIAL LIFE ASSURANCE CO. OF CANADA 11 Adelaide St. W., Toronto 














APPRAISERS 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 







347 BAY ST., TORONTO, ONT. 







Personal History Sheets 






@ To be used with the Institute’s orientation tests for prospective 
students and as job application forms 







@ fc chartered accountants 






clerical staff 







@ students 







100 for $5.00 
12 for .75 









Order from 


Canadian Institute of Chartered Accountants, 
69 BLOOR ST. EAST TORONTO 5, ONT. 





LIST OF PUBLICATIONS 


For Executive Reading 


Function of Management 
Management Planning .......... 
Principles of Estate Planning .... 


Integrated and Electronic Data 
Processing . 


Valuation of Private Business and 
Professional Practice 


Canada’s Investment Business ... 1.75 


Should Small Business 
Incorporate? ... 


Financial Reporting 
(3rd ed. 1959) 


(Members) 
Specialized Accounting Literature 


Mining Accounting _. $3.00 
Small Retail Store Accounting .. 1.25 
Audit Reports* Sea ee 
Municipal Finance . + 


Accounting Terminology , 2.50 
(Members) 2.00 


Economics .. 3 ais ae 
(Members) ... ' 4.50 


Auditing Procedures 2.00 
C.A. Examinations in Canada . 


Accounting and Auditing Research 
Bulletins with binder* ....... 3.00 
Please send remittance with orders. Orders for 


less than $5.00 must be accompanied by remit- * available in English and French 


tance. 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


LINSTITUT CANADIEN DES COMPTABLES AGREES 
69 Bloor Street East Toronto 5, Ontario 
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—_—— ase OO CW &S 


REAL ESTATE 
MANAGEMENT 


For residential, industrial and commercial prop- 
erties. Our service includes finding tenants, 
arranging leases, collecting rents, paying taxes, 
insurance and general maintenance. 


“SEE THE 


ROYAL TRUST 


ABOUT IT” 


pee CANADA'S LEADING EXECUTOR AND TRUSTEE 
aN OFFICES ACROSS CANADA AND IN LONDON, ENG. 


Government of Canada Bonds 


and Treasury Bills 
Provincial and Municipal Bonds 


Public Utility and Industrial Financing 


Orders accepted for execution on all stock exchanges 


Dominion SECURITIES 


CORPORATION LIMITED 


Established 1901 
Offices in principal Canadian cities, New York, Boston, London, Eng. 


50 King Street West, Toronto, EM. 6-8181 





cf) | a ee 


Canadian Income Tax Act 

Canadian Master Tax Guide 

Canadian Income Tax Regulations 

Canadian Depreciation Guide 

Canadian Sales and Excise Tax Guide 

Canadian Workmen’s Compensation 

Le Guide du Contribuable Canadien 

Ontario and Quebec Corporation and Income Tax 
Canadian Estate Tax Act 

Combined Withholding Tables Canada-Quebec 
Canadian Tax Deduction Tables 

Incorporation and Income Tax in Canada 
Associated Corporations in Canada 

Canadian Income Tax For Accountants 

Canadian Income Tax Problems 

Canadian Income Tax Appeal Board Practice 
Canadian Handbook of Pension and Welfare Plans 
The Labour Injunction in British Columbia 
Government Supervised Strike Votes (in Canada) 


Please write for further particulars 


PUBLISHERS OF TOPICAL LAwW REPORTS 
1200 Lawrence Ave. W. 1460 Union Ave. 
TORONTO 19, ONT. MONTREAL 2, QUE. 
RU. 3-3335 VI. 9-6954 





